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SALE, CHARTER, AND CONSTRUCTION OF VESSELS 


MONDAY, JUNE 11, 1956 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON MERCHANT MARINE OF THE 
COMMITTEE ON Mercuant Martine AND FISHERIES, 

Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to call, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. 

Present: Representatives Bonner, Boykin, Robeson, Kluczynski, 
Byrne, Tollefson, Allen, Van Pelt, Ray, and Mailliard. 

Also present : Mr. John M. Drewry, chief counsel; and Mr. Bernard 
J. Zincke, counsel. 

The Carman. The committee will come to order. 

We are commencing hearings this morning on H. R. 11122, to pro- 
mote the development and rehabilitation of the coastwise trade, to 
encourage the construction of new vessels, and for other purposes. 

The bill would make possible immediate rehabilitation through the 
charter and conversion of tankers present in the laid-up fleet. Con- 
version work would enable the vessels to carry loaded trailer bodies 
that would not affect their utility as tankers. 

It is contemplated that the charterer will proceed with the construc- 
tion of new, large, fast combination tanker-trailer ships to be put in 
the coastwise trade within the next 5 years. 

I introduced this bill because it seems to be the only new thought 
that has been advanced in the maritime industry in the years that 
I have been around here. It seems to follow the desire of this com- 
mittee in its efforts during the past year to revitalize the coastwise 
trade. I do not know whether it provides the whole answer or even 
a substantial answer to this serious problem. I am certain that it will 
prove interesting to our committee and be interesting to the trade in 
general. 

I am in no way wedded to the particular terms in the bill. I have 
my position and I want to make it clear to those who requested this 
introduction that I will examine it carefully, and naturally I am in- 
terested in it to see if something of this nature cannot be worked out. 

Last week I understand that the Navy, since this bill has been in- 
troduced, has requested 10 to 17 tankers from the reserve fleet based 
on some emergency, and has named the vessels in this bill to be de- 
livered to its custody. I am particularly interested, and I think the 
committee will be interested to ascertain what this sudden emergency 
has which would remove the ships from consideration under this bill. 
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SALE OF CHARTERS AND CONSTRUCTION OF VESSELS 


(H. R. 11122 is as follows:) 
{H. R. 11122, 84th Cong., 2d sess.] 


A BILL To promote the development and rehabilitation of the coastiwse trade, to encourage 
the construction of new vessels, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That, (a) in order to encourage the construc- 
tion of new vessels and to promote the development and rehabilitation of the 
coastwise trade, the Secretary of Commerce (hereafter in this Act referred to as 
the “Secretary’’) is authorized and directed to charter for bareboat use to citizens 
of the United States the following T2-SE-—A2 tankers: Mission de Pala, Mission 
San Antonio, Mission Capistrano, Mission Santa Cruz, Soubarissen, Mission 
Loreto, Mission San Luis Rey, Sebec, Mission Dolores, Mission Purisima, Mission 
San Diego, Mission San Fernando, Mission San Luis Obispo, Mission San Rafael, 
Mission Santa Ana, Cahaba, and Pamanset, and the following T2-SE-—A1 tankers: 
Esso Cumberland, Esso Roanoke, and Esso Memphis. 

(b) As used in this Act, the term “citizens of the United States” includes cor- 
porations, partnerships, and associations but only those which are citizens of the 
United States within the meaning of section 2 of the Shipping Act of 1916, as 
amended. 

(c) No charter shall be made under this Act with any applicant who does not, 
in the determination of the Secretary, possess the qualifications necessary to 
enable him to operate the tankers eligible for charter under this Act in the 
United States domestic coastwise trade. 

(d) Bach charter made under authority of this Act shall be for a period of 
five years except that, upon agreement by the Secretary and the applicant, a 
charter may be made for a longer period. 

(e) The charter hire for any tanker chartered under this Act shall be at the 
rate of 15 per centum per annum of the statutory sales price of such tanker, 
computed by the Secretary as of the date of charter in accordance with the pro- 
visions of section 3 (d) of the Merchant Ship Sales Act of 1946 (60 Stat. 41) but 
without regard to the last two sentences of such section 3 (d). 

(f) Each charter made under authority of this Act shall contain the following 
conditions: 

(1) The charterer shall, at his expense, install on the chartered tanker an 
upper deck suitable for the carriage of cargo containers having an aggregate 
eapacity of not less than one thousand tons gross weight. Such installation shall 
be in accordance wth plans and specifications approved by the Secretary of Com- 
merce. 

(2) If the charter is terminated prior to expiration for any reason not the fault 
of the charterer, or the vessel becomes a constructive or actual total loss, the 
United States shall pay to the charterer the depreciated cost of such deck in- 
stallation. For the purposes of this subsection, the cost of such deck installa- 
tion shall be depreciated at the rate of 20 per centum per annum. 

(3) The chartered tanker shall be restricted to operation in the United States 
coastwise trade, except that, with the approval of the Secretary, such vessel may 
be operated in any other trade if such operafion is for the account of any 
department or agency of the United States. 

(4) When redelivered to the United States such chartered tanker shall be in 
as good operating condition, including class, as when delivered to the charterer, 
ordinary wear and tear excepted. 

(5) The charter shall contain such other terms and conditions as the Secretary 
deems necessary to protect the interests of the United States. 

Src. 2. The Secretary shall place each tanker eligible to be chartered under 
the provisions of this Act in good operating condition, including class, before it 
is chartered, and the expense thereof shall be that of the United States. 

Sec. 83. Tankers shall be chartered under this Act only in pairs or in multiples 
of two. Each applicant for a charter under this Act must agree that for each 
two tankers chartered to him under this Act the applicant will cause to be 
constructed in a United States shipyard or shipyards one dual purpoSe cargo- 
tankship of not less than thirty-two thousand tons deadweight, designed for 
the carriage of liquid cargo, equipped with an upper deck suitable for the car- 
riage of cargo in containers, and having a speed of at least eighteen knots. 
For a period of ten years after its construction no cargo-tankship constructed 
pursuant to this Act shall be operated in any trade other than the United States 
domestic coastwise trade. Such agreement shall contain such terms and condi- 
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tions as the Secretary deems necessary to protect the interests of the United 
States. 

Sec. 4. (a) For each new cargo-tankship to be constructed in accordance with 
section 3 of this Act the charterer or an affiliate under common ownership with 
such charterer may trade in to the United States two dry-cargo vessels for an 
allowance of credit to the charterer. The allowance shall be paid, by the Secre- 
tary, on terms and conditions approved by him, to the shipbuilder constructing 
the new cargo-tankships. To be eligible to be traded in under this section, a 
dry-cargo vessel must be (1) not less than one thousand five hundred gross tons; 
(2) not less than twelve years old; (8) a war-built vessels, as defined in section 3 
(b) of the Merchant Ship Sales Act of 1946 (60 Stat. 41); (4) owned by a 
citizen or citizens of the United States; (5) documented under the laws of the 
United States for not less than three years immediately preceding the date of 
its physical delivery to the United States; (6) a vessel that has been owned by 
the charterer or an affiliate under common ownership with such charterer for not 
less than three years immediately preceding the date of its physical delivery 
to the United States; (7) free and clear at the time of title transfer of all liens 
and encumbrances whatsoever, other than mortgage indebtedness due the United 
States; and (8) in class satisfactory to the Secretary on the date of its physical 
delivery to the United States with respect to its hull and machinery. The 
allowance of credit for a dry-cargo vessel traded in under this Act shall be fixed 
by the Secretary at the time of the signing of the agreement required by section 3 
of this Act, at an amount not less than the fair market value for a comparable 
vessel if such comparable vessel were to be sold at such time of signing for 
operation under foreign registry or flag. The allowance of credit for such vessel 
shall be reduced by the amount of any mortgage indebtedness on such vessel 
due the United States and such indebtedness shall be thereupon discharged. The 
owner of a vessel being traded in under this section shall have the right to 
charter such vessel for such period of time as such owner may desire but not 
beyond the voyage current at the time of the delivery to such owner of the new 
eargo-tankship with respect to which such owner received an allowance of credit 
for such dry-cargo vessel. Charter hire for the vessel traded in shall be paid 
to the Secretary at the rate of 15 per centum per annum of the statutory sales 
price of such vessel, computed at the time of charter in accordance with the 
provisions of section 3 (d) of the Merchant Ship Sales Act of 1946 (60 Stat. 41). 

Sec. 5. No gain shall be recognized to the charterer, or to an affiliate under 
common ownership with such charterer, for the purpose of Federal income 
taxes in the case of a tradein of a dry-cargo vessel to the Secretary under this 
Act. The basis for gain or loss upon a sale or exchange and for depreciation 
under the applicable Federal income-tax laws of a new cargo-tankship con- 
structed pursuant to this Act shall be the same as the basis of the dry-cargo 
vessels traded in for credit, increased in the amount of the cost of such new 
cargo-tankship (other than the cost represented by such dry-cargo vessels) and 
decreased in the amount of loss recognized upon such trade-in. 

Sec. 6. No charter shall be made under this Act on or after two years from 
the date of enactment of this Act. 


(The following pertains to bill :) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, June 11, 1956. 
Hon. HErsert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 


DeaR Mr. CHAIRMAN: Reference is made to your letter of May 10, 1956, 
enclosing a copy of H. R. 11122, entitled “A bill to promote the develop- 
ment and rehabilitation of the coastwise trade, to encourage the construction of 
new vessels, and for other purposes,” and requesting our comments thereon. 

H. R. 11122 would authorize the Secretary of Commerce to charter, in multi- 
ples of 2, 17 named T2-SE-A2 tankers and 3 named T2—-SE-—A1 tankers, and would 
require the charterer to have constructed, in a United States shipyard, 1 new 
eargo-tankship for each 2 tankers chartered. All of the vessels named in the 
bill are war-built vessels. The bill would also authorize the charterer to trade 
in two war-built dry-cargo vessels in exchange for an allowance of credit to be 
applied upon the cost of each new cargo-tankship constructed. The bill would 
permit the owner of the trade-in vessel to charter it from the Government for any 
period of time until delivery of the new cargo-tankship. 
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We believe that naming, by legislation, the specific vessels to be chartered, is 
generally not desirable. Apropos of this, it should be noted that, at the present 
time, there are only 17 T2—SE—A2 and 18 T2-SE-A1 tankers in the reserve fleet. 
The bill would authorize the charter of all of the T2-SE-A2 tankers and three 
of the T2—SE-—A1 tankers. The Secretary of Commerce, in a letter dated June 
6, 1955, agreed to the permanent transfer of 10 of the T2—-SE-—A2 tankers to the 
custody of the Department of the Navy. Also, we have been informed by repre- 
sentatives of Maritime that the Department of the Navy has indicated an inten- 
tion to request transfer of the remaining seven. In addition, legislation has been 
introduced for the sale of certain of the tankers named in the bill. We have 
reference to House Joint Resolution 632 and House Joint Resolution 633. 

The actions contemplated by the bill, in respect of charters and trade-in of 
vessels, parallel similar actions authorized by the Merchant Marine Act, 1936, 
and by the Merchant Ship Sales Act of 1946. However, the terms and conditions 
under which these actions would be authorized in the bill differ in various re- 
spects from those specified in the above acts. 

Under the bill, the charter-hire rate for any tanker chartered would be 15 
percent per year of the tanker’s statutory sales price computed as of the date 
of charter in accordance with the provisions of section 3 (d) of the Merchant 
Ship Sales Act of 1946, but without regard to the floor price fixed by that section. 
This differs from the charter provision of the 1946 act in that the statutory price 
on which the charter-hire rate is based cannot be less than the floor price. The 
significance of the difference is evidenced by the fact that the statutory sales 
price of a T2—SEK-—A2 tanker, computed in accordance with the bill, would be 
approximately $845,000, while the floor price would be approximately $1,600,000. 
Stated another way, the proposed deletion of the last 2 sentences of section 
3 (d) results in a charter hire of approximately $127,000 per annum, while 
section 3 (d) without such deletion would require charter hire of approxi- 
mately $240,000 per annum. Charters made under the terms of the Merchant 
Ship Sales Act of 1946, require that the charter-hire agreements contain provi- 
sions for additional cbarter hire in accordance with section 709 (a) of the 
Merchant Marine Act,°1936. However, the bill does not require that such provi- 
sions for additional charter hire be included in the charter-hire agreements. 

H. R. 11122 would require the Government to bear the cost of breaking out and 
laying up and of placing each tanker chartered in good operating condition, in- 
cluding class. It has been the policy of the Administrator to require the char- 
terers to bear such costs initially, and to take such costs into account in the deter- 
mination of additional charter hire. These costs could be substantial if major 
bulkhead and repair work is required to place a tanker in good operating condi- 
tion, including class, since Maritime representatives have estimated that the 
eost per vessel for breaking out and laying up would be approximately $200,000, 
and for major bulkhead and repair work, approximately $750,000. If the 
eharter hire is approximately $127,000 per annum, and major bulkhead and repair 
work was involved, the charter hire over the 5-year period would not cover the 
Government’s costs. However, the vessel would be returned to the reserve fleet 
in a considerably improved condition. 

The bill would authorize the trade-in of two war-built dry-cargo vessels for 
each new cargo-tankship constructed. The allowance of credit on each trade-in 
vessel would be an amount not less than the fair market value of a comparable 
vessel if sold for operation under foreign registry or flag. This formula consti- 
tutes a significant deviation from that provided in section 510 (d) of the 19% 
act, which states that the allowance shall be the fair and reasonable value as 
determined by the Administrator, with consideration to be given to (1) the 
scrap value, (2) depreciated value, and (3) market value. In other words, the 
formula in the bill removes the administrative discretion to determine the fair 
and reasonable value of a trade-in vessel, and requires the world market value 
to be considered a ‘floor’ on the trade-in allowance. No “ceiling” is provided. 
The effect of the formula in the bill is clearly shown by a recent agreement for the 
trade-in of 7 war-built dry-cargo vessels on which the trade-in value was deter- 
mined to be $950,000 per vessel, while the foreign market value was reported to 
be approximately $1,300,000. We believe that the trade-in allowance provisions 
of this bill should be the same as those of section 510 (d) of the 1936 act. 

Section 1 (f) (2) of the bill provides that the undepreciated cost of the re- 
quired deck installation shall be recovered by the charterer if the charter is 
terminated prior to the end of its 5-year term for any reason not the fault of the 
charterer, or if the vessel becomes a constructive or actual total loss. Such a 
requirement would appear equitable if the Government terminates the charter 
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prior to its normal expiration and receives the benefit of the upper-deck installa- 
tion. However, we perceive no valid reason for requiring the Government to 
act as the charterer’s insurer of the undepreciated cost of the deck in event of 
the total loss of the vessel. 

Section 1 (f) (3) provides that the chartered vessels are restricted to coast- 
wise trade unless, with approval of the Secretary of Commerce, it operates for 
the account of any department or agency of the United States in another trade. 
It is noted that no such exception is provided in section 3, respecting the new 
cargo-tankships to be constructed. 

The declared purposes of the bill are to assist coastwise trade and promote 
construction of new vessels. This is a matter of national policy for considera- 
tion by the Congress. We believe, however, that insofar as may be compatible 
with the accomplishment of the purposes of the bill, the terms and conditions 
should be consistent with those specified in existing legislation authorizing the 
same types of activities. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 





DEPARTMENT OF THE NAVY, 
OFFICE OF THE SECRETARY, 
Washington, D. C., July 30, 1956. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 


My Dear Mr. CHAIRMAN: On June 8, 1956, the Department of the Navy sub- 
mitted a report to your committee on H. R. 11122, a bill to promote the develop- 
ment and rehabilitation of the coastwise trade, to encourage the construction of 
new vessels, and for other purposes. That report was submitted in advance of 
clearance by the Bureau of the Budget in accordance with the request of your 
cominittee. 

The Bureau of the Budget has now advised that, because of the hidden subsidy 
inherent in the charter rate and trade-in allowance provisions of the bill, it 
objects to its enactment unless appropriately amended. 

Sincerely yours, 
BE. C. STEPHAN, 
Rear Admiral, United States Navy, 
Director, Office of Legislative Liaison. 


DEPARTMENT OF THE NAvy, 
OFFICE OF THE JUDGE ADVOCATE GENERAL, 
Washington, D. C., June 8, 1956. 
Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 


My DEAR CHAIRMAN: Your request for comment on H. R. 11122, a bill to pro- 
mote the development and rehabilitation of the coastwise trade, to encourage the 
construction of new vessels, and for other purposes, has been assigned to this 
Department for the preparation of a report thereon expressing the views of 
the Department of Defense. 

H. R. 11122 would authorize and direct the Secretary of Commerce to bareboat 
charter to United States citizens, 17 named T2—SE-—A2 and 3 named T2—SE-Al1, 
tankers now in the national defense reserve fleet. It is further provided that the 
tankers must be chartered in pairs or in multiples of 2 and that, for every 
2 chartered, the charterer must agree to have constructed, in United States 
shipyards, 1 dual-purpose cargo-tankship of not less than 32,000 tons dead- 
weight. If all 20 vessels were chartered, therefore, the charterers would be 
obliged to contract for the construction of 10 new vessels. In addition, each 
charterer would be required to install, at his own expense, on each vessel 
chartered, an upper deck for the carriage of cargo containers. 

The Department of Defense supports this bill in principle because it would 
result in a substantial amount of construction work for private shipyards in the 
United States and would thereby provide a substantial addition to the mobili- 
zation readiness of these shipyards. 
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There are, however, some technical deficiencies apparent in the bill. Section 
11 of the Merchant Ship Sales Act of 1946, as amended (50 U. S. C. App. 1743), 
provides in part “* * * Unless otherwise provided by law, all vessels, placed 
in such reserve [national defense reserve fleet] shall be preserved and main- 
tained by the Commission for the purpose of national defense. A vessel placed 
in such reserve shall in no case be used for any purpose whatsoever, except that 
any such vessel may be used for account of any agency or department of the 
United States during any period in which vessels may be requisitioned under 
section 902 of the Merchant Marine Act, 1936, as amended (46 U. S. C. 1242), 
and that any such vessel may be used under bareboat charter entered into 
pursuant to authority vested in the Secretary of Commerce on July 1, 1950, 
or granted to the Secretary of Commerce after such date.’”’ This provision 
of law makes it evident that the intent of Congress, in creating the national 
defense reserve fleet, was to assure the availability of vessels in this fleet to 
the United States for purposes of national defense. 

The foregoing is in part implemented by the memorandum of agreement 
between the Department of Defense and the Department of Commerce dated 
July 1, 1954, which states that “Ships of the MSTS operating nucleus fleet 
which are replaced or no longer required by MSTS will be placed in the national 
defense reserve fleet for preservation and would be available to MSTS for 
use in an emergency.” 

The national defense reserve fleet currently contains 35 T2 tankers but this 
number is subject to continuous change due to a combination of factors: 

(a) Tankers received from United States citizens under authority of 
section 510, Merchant Marine Act, 1986 (trade-in and build program) ; 

(b) Tankers placed in the reserve by MSTS; or 

(c) Tankers transferred to MSTS from the national reserve defense fleet. 

In the light of current procedures, it is believed that the wording of the 
bill, insofar as it specifically names the tankers to be made available for charter, 
may be too restrictive. The changing composition of the reserve as described 
above precludes practical implementation if the list of vessels to be available 
is confined to those named in the bill. The actual ships authorized for charter 
should be resolved by the Maritime Administration and the applicant, with the 
approval of the Secretary of the Navy in each instance. Accordingly, it is 
recommended that the bill be amended to authorize (but not to direct) the 
Secretary of Commerce to charter T2 tankers to citizens of the United States, 
without naming vessels or specifying any particular categories of T2 tankers; 
and, further, that provisions be included that the actual tankers chartered 
will be agreed upon by the Maritime Administration and the charterer subject 
to the determination of the Secretary of the Navy in each instance that removal 
of the vessel from the national defense reserve fleet will not adversely affect 
the national defense. 

In addition, in order to preserve the concept of maintaining the national de- 
fense reserve fleet for national defense, a provision should be included in the 
bill that the vessels shall be made available to the Department of Defense when 
required to meet military logistic needs which cannot be met by commercial 
interests or to meet emergency requirements short of full mobilization. Such 
a provision would permit the Department of Defense to support private opera- 
tion of these vessels as opposed to Government operation. 

The legislation should also provide a requirement that the Department of the 
Navy approve plans for the construction of cargo decks or other proposed con- 
version, to insure that such conversion would not adversely affect the national- 
defense characteristics of the vessels. 

Lastly, the bill should be amended to permit the newly constructed ships to be 
employed in other than the domestic coastwise trade, when operated for the ac- 
count of any department or agency of the United States. 

Subject to incorporation of the foregoing recommended changes to the bill, 
the Department of the Navy, on behalf of the Department of Defense, favors 
enactment of H. R. 11122. 

This report has been coordinated within the Department of Defense in accord- 
ance with procedures prescribed by the Secretary of Defense. 

There has been insufficient time to obtain advice from the Bureau of the 
Budget as to the relationship of this report to the program of the President. 

Sincerely yours, 
W. R. SHEELEY, 
Rear Admiral, United States Navy, 
Assistant Judge Advocate General of the Navy 
(For the Secretary of the Navy). 
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DEPARTMENT OF THE NAVY, 
OFFICE OF THE SECRETARY, 


Washington, June 12, 1956. 
Hon. HERBERT C. BONNER, 


Chairman, House Merchant Marine and Fisheries Committee, 
House of Representatives, Washington, D. C. 


My DEAR Mr. CHAIRMAN: It has come to my attention that there is certain 
pertinent information concerning the urgent need for tankers by the Department 
of Defense which was not made available by the Navy Department’s witnesses at 
the hearings on H. R. 11122 on Monday, June 11, 1956. Accordingly, I am pre- 
senting the following facts so that your committee may be fully informed. 

At this time the military petroleum transportation situation is at a critical 
stage which has been developing over the past 6 months. To relieve this situation, 
the Navy Department has requested the Maritime Administrator to redeliver 
17 Government-owned T2 tankers which had been in Navy custody and which 
were placed by MSTS in the national defense reserve fleet incident to compliance 
with the requirements of the Cargo Preference Act. This request was in no way 
influenced by the legislation now under consideration by your committee. It 
seemed apparent in early April 1956, that the Military Sea Transportation Service 
would require other than commerical augmentation for the tankers necessary 
to meet its needs, and made a searching documentation of commercial offerings to 
obtain maximum private participation. The request for the redelivery of the 17 
tankers was made in increments of 10 and 7, only after the commander, Military 
Sea Transportation Service had exerted extraordinary efforts to obtain United 
States flag commercial tanker tonnage. He had exhausted all means at his 
disposal since January 1956, to acquire this tonnage without leading the market 
as to rates and disregarding the ‘fair and reasonable” rates recommended 
by the Maritime Administrator ; and after having accepted all offers made to him 
for charters of 1 year or less for ships that were in a position to be employed 
by MSTS. 

The inability of the Military Sea Transportation Service to provide timely 
transportation for the military bulk petroleum requirements has been a matter 
of continuing concern and apprehension to the Department of Defense during 
the past winter and this spring. A backlog has been pyramiding until at 
present the cargo requirements for May, June, and July which remain uncovered 
amount to 40 voyages. The 17 tankers sought will suffice to satisfy only a por- 
tion of this requirement and reliance must be placed upon private industry to 
supply the remaining needed tonnage. Assuming the response of commercial 
operators is at least equal to that which has been offered for June and July, it is 
anticipated that it will require until next December or January to eliminate the 
backlog and attain a current status. 

The need of the Department of the Navy for the 17 tankers is most urgent. 
This emergency should not be underestimated and, in the interests of the Gov- 
ernment, should not be ignored. In overseas areas, nondelivery of petroleum 
products is forcing the consumption of the strategic reserves established by the 
Joint Chiefs of Staff, while the programed deliveries of bulk petroleum from 
suppliers are being jeopardized because of the inability of MSTS to provide 
tankers. 

In requesting the redelivery of the 17 tankers from the national defense re- 
serve fleet, the Navy specified by name those tankers which have, for many years, 
been an integral component of the military logistic system and had been inacti- 
vated “in class” by the Navy with special consideration for the speed with which 
they could again be placed in active service. These tankers are the only ones in 
the national defense reserve fleet which, without extensive inspection and prep- 
aratory work, can be readily reactivated so as to minimize the effects of the 
present emergency. 

Your cooperation in making thes tankers available to the Navy will be appre- 
ciated. 

Sincerely yours, 
R. H. Footer, 
Assistant Secretary of the Navy (Material). 


_._ The Cuarrman. Our first witness this morning is Mr. McLean, pres- 
ident of the Pan-Atlantic Steamship Corp. 
Mr. Boykin. And also the Waterman Steamship Corp. of Mobile. 


Pkg CuairMan. This happens to be the Pan-Atlantic Steamship 
orp. 
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Mr. Boyxrn. I want to tell you, Mr. Chairman, that that is one of 
the greatest organizations we have in my district ; not only in Mobile, 
but [I think it is one of the biggest and best things that we have in 
Alabama or the South. I know these people very well. They happen 
to come from your State of North Carolina. The Lord helped us get 
them from North Carolina. 

I have letters from practically every businessman down there to see 
if we could help them on this thing. I am going to help them in every 
way I can. 

The Cuatrman. Mr. Boykin, I assure you that we are going to give 
this subject a fair, careful ‘analysis and consideration. 

Mr. Boyxrn. I am sure you always do that. 

The Cuatrman. Mr. McLean, you may proceed. 


STATEMENTS OF M. P. McLEAN, CHAIRMAN OF THE BOARD; AND 


S. F. STOUDENMIRE, JR., COUNSEL, PAN-ATLANTIC STEAMSHIP 
CORP., MOBILE, ALA. 


Mr. McLean. Thank you. 

For the record my name is M. P. McLean, of Mobile, Ala. I am 
chairman of the board of Waterman Steamship Corp. and its coast- 
wise affiliate, Pan-Atlantic Steamship Corp., both of Mobile, Ala. 
Waterman Steamship Corp. was organized in 1919 under the laws of 
the State of Alabama and Pan-Atlantic Steamship Corp. was organ- 
ized in 1933. Both corporations have been engaged in the foreign and 
domestic commerge of the United States, operating vessels of United 
States registry continuously since their organization. 

At the “present time Waterman and Pan-Atlantic own and operate 
35 C2 cargo vessels and 3 T2 tankers. Two of the tankers have been 
converted for the carr iage of dry cargo as well as for the customary 

carriage of liquid petroleum products. The third tanker is presently 
ies rgoing a similar conversion. 

Pan-Atlantic Steamship Corp., on whose behalf I appear today, has 
operated a coastwise shipping service between Atlantic and gulf coast 
ports for more than 20 years and at the present time operates between 
the ports of New York, Philadelphia, and Baltimore on the one hand 
and Miami, Tampa, New Orleans, and Houston, Tex., on the other 
hand. It also operates an intercoastal service. In its coastwise service 
Pan-Atlantic operates conventional C2 type dry-cargo vessels and 
has recently inaugurated a new type water transportation service 
between Newark, N. J., and Houston, Tex., using T2 tankers which 
have been converted to dual- -purpose vessels by “the installation of 
a dry-cargo deck on the upper deck of the vessels for the carriage of 
dry cargo in trailer bodies, permitting such vessels to carry petroleum 
as well as dry cargo. This, we believe, is an innovation in the coast- 
wise trade. These tankers each accommodate 58 35-ton trailer bodies 
which are loaded and unloaded on and from the deck of the vessel by 
the use of amovable crane, I believe this method is commonly referred 
to as “lift-on, lift-off” as contrasted to the “roll-on, roll-off” design 
about which you have heard much recently. This arrangement reduces 
the loading and unloading time and expense very substantially over 
that required for the loading and unloading of cargo by the con- 
ventional method. There has been distributed to each member of the 
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committee a folder of photographs showing the deck construction, 
the equipment used, and certain other features of the operation. I 
believe you will find the pictures of interest and more descriptive of 
the operation than I can adequately give you by word of mouth. 

Before you, you have a little brochure marked “Sea-Land Service, 
Pan-Atlantic Steamship Corp.” If you will bear with me, I would 
like to go through these pictures with you. 

The No. 1 picture is the third tanker about which I just spoke. It 
is being converted and fitted out at the Mobile Ship Repair in Mobile, 
Ala. 

The second picture is a view of the deck that has partially been 
put on this ship. 

The third picture is a picture of one of the tankers, the /deal_X, 
which sailed from Houston in its first sailing on April 26, being readied 
for loading. Alongside you will see the trailers pulled up alongside 
with the crane picking up one of those trailer bodies. 

The next picture is the loaded containers aboard the tanker cargo 
deck, These are the trailer bodies as they have been placed upon the 
deck of the tanker for getting ready for sailing. 

The next picture is ‘the guiding of a lo: ided container into position 
on the cargo deck. You will note there that the crane is placing this 
‘argo container, which has 20 tons of freight in it, on the deck of 
this tanker, and you will note the amount of labor that is involved 
in making this operation possible. Several of the people on deck 
there are photographers taking pictures. 

The next picture is unloading a container to a truck and to the 
waiting chassis. The crane picks the container up off the ship and 
sets it “right down on the trailer chassis and it is ready to roll to 
destination without the cargo being touched. 

The next view is a closeup view of what the trailer chassis looks 
like and what the container looks like. It is a very simple operation. 
The trailer body goes right down on the trailer chassis and that is 
the complete operation. 

The next picture is the actual trailer itself after the body has been 
placed on it. 

The next picture is the complete unit, truck and container and 
chassis, ready for the highway. 

The last picture is the ‘photogr aph of the ship at sea fully loaded with 
58 containers 

I would like to now state the position of Pan-Atlantie Steamship 
Corp. concerning the bill before you. This bill was introduced both in 
the House and in the Senate at the request of Pan-Atlantic, so naturally 
we support its enactment. 

The purpose of the bill, as shown in its title, is to provide for the 
charter, for 5 years or longer, of certain warbuilt T-2 tankers which are 
now in the Government laid- -up fleet to qualified applicants, as deter- 
mined by the Secretary of Commerce, for operation in the coastwise 
trade. In order to obtain a charter of the tankers an applic ant must 
agree to install on each tanker a cargo deck suitable for the carriage 
of trailer bodies and must also agree, unconditionally, on terms and 
conditions determined by the Secretary of Commerce necessary to pro- 
tect the interests of the United States, to construct in a United States 
shipyard or shipyards, for each 2 tankers chartered 1 new 18-knot, 
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32,000-ton supertanker also equipped with a cargo deck, which will be 
confined, for a period of 10 years after its construction, to operate in 
the coastwise trade. 

_ Thecharter hire to be paid the Government for the chartered tankers 
is prescribed in the bill at the rate of 15 percent per annum of the 
statutory sales price of the tankers as determined under the Merchant 
Ship Sales Act of 1946, as amended. Existing law, as the committee 
knows, permits the charter of dry-cargo vessels in the reserve fleet 
with the charter hire being fixed under practically the same formula 
except without regard to the floor price referred to in the Ship Sales 
Act. The reason for this departure is that tankers, under the Ship 
Sales Act, have a floor price fixed at 50 percent of their domestic war 
cost whereas in the case of dry-cargo vessels the floor price is fixed at 
35 percent of the domestic war cost. Thus, in order to fix the charter 
hire for tankers at a fair rate comparable to going commercial rates, 
this change in the bill is necessary. It is our estimate that the charter 
hire for a tanker, under the terms of the bill, will approximate $135,000 
per year. 

In addition, of course, the charterer must pay for the installation of 
the cargo deck on the tanker, which becomes the property of the Gov- 
ernment, the cost of which is estimated at about $200,000 per vessel. 
This cost, amortized over the life of a 5-year charter, will increase the 
yearly charter rate to $175,000 per vessel. 

Under the bill, the charter, or an affiliate under common ownership 
or control, may trade in to the Government for each new cargo tank- 
ship agreed to be constructed up to two dry-cargo vessels, at least 12 
years old and meeting the other requirements for trade-in provided 
in the bill, which requirements are substantially identical to the trade- 
in requirements now provided in section 510 of the Merchant Marine 
Act. In this bill, however, 2 obsolete dry-cargo vessels may be traded 
in for an allowance of credit on 1 new cargo-tank ship. The dead- 
weight tonnage, however, of the new cargo-tank ship must be a mini- 
mum of 32,000 tons, which will exceed by at least 12,000 tons the total 
deadweight of 2 C2 cargo vessels. Thus the utility value of the new 
cargo-tank ship, tonnagewise, will be substantially greater than that of 
the 2 old vessels traded in. 

As provided in existing law, the obsolete vessels traded in may be 
used by the owner during the construction of the new vessels with the 
payment of charter hire to the Government for such use being fixed 
at 15 percent of the statutory sales price fixed for such vessels as such 
price is determined under the Ship Sales Act. This is substantially 
the same as the charter hire now paid for war-built dry-cargo vessels 
chartered from the Government. On a C2 vessel charter hire under 
this formula would amount to about $142,500 per year. 

The bill further provides that the trade-in allowance for the obsolete 
vessels traded in shall be fixed by the Secretary of Commerce at a rate 
not less than the fair market value for a comparable vessel if sold for 
operation under foreign flag or registry. In the case of a C2 vessel, 
this would probably approximate about $1,600,000 per vessel at the 
present time, whereas the domestic market value for a C2 vessel at 
this time is approximately $1,100,000 to $1,300,000. If there is any 
mortgage debt owed the Government on the vessel traded in, the trade- 
in allowance would be reduced by the amount of such mortgage debt. 
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Existing law, as the committee knows, permits the Secretary to deter- 
mine the fair and reasonable value to be granted as an allowance for 
vessels traded in, and one of the factors which he is authorized to con- 
sider in fixing such an allowance is the fair market value for operation 
of the vessel in world trade. It is our understanding that this com- 
mittee about a year ago recommended that the Maritime Administra- 
tion adopt a policy of allowing world market value as an allowance 
for vessels traded in under the provisions of section 510 of the 1936 
act. However, the Maritime Administration has, to our knowledge, 
made no determinations under section 510 of an allowance equal to 
foreign market value. 

There are, in my judgment, more than adequate restrictions and 
obligations imposed under this bill to justify the payment of foreign 
market value for obsolete vessels traded in under the terms of the 
bill. The restrictions and obligations I refer to are: 

(1) The charterer must construct in a United States shipyard 1 new 
18-knot cargo-tank ship of at least 32,000 tons deadweight. for each 
2 tankers chartered with no allowance for national-defense. features 
paid by the Government for the cost of the difference in speed of 
1614 knots and 18 knots; 

(2) The new vessel will be restricted to operation in the coastwise 
trade for 10 years; and (3) the obsolete vessels to be traded in, in 
our case C2’s, cannot now be sold or transferred to foreign flag or 
registry because the Maritime Administrator, because of defense 
considerations, will not give his approval. It seems to me under these 
circumstances and conditions and as an inducement to encourage the 
replacement of the domestic coastwise fleet that the trade-in allowance 
provided in the bill is mighty cheap national-defense insurnace. Sec- 
tion 4 of the bill would accomplish this objective without, in our 
opinion, any net cost to the Government. Compliance with the other 
provisions of the bill by the charterer would include the payment of 
substantial charter hire, the cost of installing a cargo deck on the 
chartered tankers, and the obligation to construct new 18-knot ves- 
sels results, rather than in added cost to the Government for the 
trade-in allowance provided in the bill, actually in a net gain or profit 
to the Government. 

The provisions of section 510 (e) of the Merchant Marine Act of 
1936, having to do with the treatment for Federal income-tax pur- 
poses of capital gains, if any, on the traded-in vessel, modified only 
as required to conform technically with this bill, have also been 
included in section 5 of the bill. 

The cutoff date of 2 years provided in section 6 of the bill, providing 
that no charters shall be made after 2 years from the enactment of the 
bill, we think, will serve as an inducement to require those who are 
serious about constructing new tankers under the terms of the bill 
to get their program under way promptly. 

You may well inquire as to the reason we are here seeking legisla- 
tion to permit the charter of Government-owned tankers as provided 
in the bill before you. . 

In the first place, existing law with respect to the charter of Gov- 
ernment-owned vessels in the reserve fleet does not authorize the 
Secretary of Commerce to charter war-built tankers but only applies 
to dry cargo or passenger vessels. 
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Pan-Atlantic, as I have earlier mentioned, on April 26, 1956, com- 
menced a new type water transportation service in the coastwise trade 
between Newark, N. J., and Houston, Tex., the basic principle of which 
is the “life-on, lift-off” method of loading and unloading dry cargo. 
The new service enables us to reduce very substantially the handling 
cost of loading and discharging cargo as well as minimizes the vessel 
time in port. This innovation will, we believe, at least partially 
enable the coastwise operators who adopt it to overcome one of the 
principal obstacles to rehabilitation of the coastwise trade since World 
War II, that is, reduction in the cost of handling cargo and costly 
vessel delay in port. This problem was recognized in the. recent report 
of the Maritime Administration, entitled “A Review of the Coast- 
wise and Intercoastal Shipping Trades.” In this report it was 
stated: 

sSecause of the competitive pressure exerted on coastwise and intercoastal 
freight rates by land transportation agencies and the increasing costs of water 
carriage, due especially to cargo handling, many operators in the United States 
continental seagoing trades have concluded that the traditional type of break- 
bulk package freighter in which cargo is handled piece by piece or on pallets is 
obsolete and that a new type of vessel must be constructed, incorporating the 
plans and designs considered by the military authorities as necessary for their 
requirements. Such a ship using roll-on, roll-off or lift-on, lift-off methods will 
decrease the time required to load and discharge cargo, minimize longshore labor 
costs and decrease pilferage and cargo damage. 

It is of great interest to the national security of the United States that one of 
the transportation requirements of the military authorities involving ships of 
this novel design should coincide with the impelling need for coastwise and inter- 
coastal operation to achieve major cost reductions by using ships of the same 
design. This situation establishes the coastwise and intercoastal trades as a 
low-cost natural laboratory for the development of such a ship design. More- 
over, it is believed that the new type of ships, if successful commercially, will 
provide the military authorities with a very substantial number of rapid handling 
cargo ships which will be invaluable additions to the national defense potential. 

We already know from our own experience and studies that this new 
operation will be highly successful if we can develop and expand it so as 
to make it available to a suffic iently large number of shippers who, we 
know, will use it because it will offer transportation substantially 
cheaper than all-land transportation and will eliminate many of the 
disadvantages which have heretofore existed with respect to conven- 
tional coastwise water transportation. So far, we only have two T- 
tankers in the operation. although we are presently converting a third 
for use in the same service. In order to provide a needed service 
between other Atlantic ports and Texas, we require a substantial addi- 
tional number of vessels. This bill will permit us to further develop 
and expand the service to additional ports, which we believe will be 
highly desirable to the shipping public. 

Since there are an insufficient number of T-2 tankers in good condi- 
tion available for purchase on the open market and likewise there are 
not a sufficient number of privately owned tankers available for char- 
ter on which the dry cargo decks could be installed, it is necessary, as a 
stopgap measure until new vesesls can be constructed, that we obtain 
permission to charter some of the idle tankers in the Government re- 
serve fleet. If we can charter these tankers, we propose, as the bill 
requires, to install a cargo deck similar to that which we have already 
installed on our existing tankers. These tankers which are now in the 
reserve fleet would, if chartered, be readily available for use of the 
military or any other Government department, if required, and the 
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terms of the charter party would specify the terms and conditions 
under which the vessels would have to be made available if needed by 
the Government, in the future. The tankers, rather than deteriorating 
in the layup fleet, would be put in good operating condition and would 
be kept in such good condition ready for immediate use by the Govern- 
ment, if needed, and at the same time they would be serving a useful 
purpose by assisting in the rehabilitation of the coastwise trade and 
provide an inducement for the construction of a modern supertanker 
fleet at a minimum or no cost to the Government. 

We believe this new type of service will contribute substantially and 
quickly to the overdue revitalization and expansion of the almost dor- 
mant coastwise trade which flourished prior to World War II but 
= h has been unable to get going again since that time for reasons 

2» all too well know. 

"The reason we feel that this service will be highly successful is that 
we know that the oil will move northbound from Texas in tankers since 
it is already moving in an increasing volume each year due to the ever- 
growing consumption and demand for petroleum. We know we can 
move the oil at a rate which will be suffic iently attractive to the oil 
companies to cause them to use the service. We also know that the dry- 
cargo operation will prove successful for, because of the improved 
inatnos of handling dry cargo, a shipper will be able to load his 

‘argo at his warehouse in a trailer body which will be delivered to the 
consignee’s warehouse in the same trailer body, thus eliminating the 
rehandling : several times now required. ( ‘ostly pilferage and cargo 
damage will thus be minimized, if not eliminated. The cost of loading 
and dischar ging the cargo will be substantially reduced and the ship- 
per will get speedy and prompt delivery of his cargo, all at a rate 
differential which has been historic ‘ally attractive to shippers of many 
different types of commodities by w ater. This will, we firmly believe, 
also greatly assist the coastwise trade in overcoming problems which 
it has not, during the past 10 years, been able to solve and permit it to 
once again become a profit: able and healthy segment of the Nation’s 
merchant marine. 

There has been distributed a printed summary of facts concerning 
this bill which I believe will be of interest to you, explaining its basic 
provisions, the benefits to the public, to the charterer, and to the Gov- 
ernment and the estimated probable cost to the Government. 

- summary, briefly, the bill will result in the following: 

It will permit the charter for 5 years of laid- up Government- 
ow ie tankers for operation in coastwise trade as dual purpose cargo 
tankships. 

It will require the charterer of the tankers to install a cargo deck 
on the tankers suitable for carriage of cargo in trailer bodies. 

It will require the charterer to construct, for each 2 tankers 
chartered, 1 new 32,000-ton, 18-knot supertanker with cargo deck. 

4. The charterer may trade in two obsolete dry-cargo vessels for 
each new tanker to be constructed for an allowance of credit on a new 
tanker, the allowance of credit to be fixed at foreign market value 
of “ vessel. 

The new tankers constructed are to be restricted to coastwise 
tr vile for 10 years after construction. 

83801—_56——_2 
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6. Coastwise shipping would be greatly revitalized and stimulated, 
eon available a new low-cost water transportation service. 

The depressed shipbuilding industry would obtain much needed 
work from construction of new cargo-tankships and from the conver- 
sion of the chartered tankers. 

8. Vessels would be made available for expansion and develop- 
ment of a new type coastwise service. 

9. The trade-in of obsolete dry-cargo vessels for an allowance of 
credit on construction of new 18- knot dual purpose cargo-tankships 
for expansion of coastwise trade would be made possible. 

10. The United States merchant marine would be substantially in- 
creased by the addition of at least ten 10-knot, new cargo-tankships 
readily available for national defense. 

11. The chartered tankers will be improved by the addition of cargo 
decks installed at the expense of the charterer. 

2. The chartered tankers will be available for immediate use of 
military or other Government departments since they will be in coast- 
wise operation rather than in laid-up status. 

You will note on the last page of the printed summary in front 
of you an estimate of the probable cost to the Government under the 
bill if as many as 20 tankers are chartered. I will not repeat the 
figures there but would like to ask that they be copied into the record. 

The Cuamrman. The figures will be placed in the record at this point. 

(The information referred to follows:) 


Facts CONCERNING H. R. 11122, A Brit To Promore THE DEVELOPMENT AND 
REHABILITATION OF THE COASTWISE TRADE, TO ENCOURAGE THE CONSTRUCTION 
OF NEW VESSELS, AND FOR OTHER PURPOSES 


WHAT THE BILL PROVIDES 


1. Permits charter for 5 years of laid-up Government-owned tankers for 
operation in coastwise trade as dual purpose cargo-tankships. 

2. Requires charterer of tankers to install cargo deck on tankers suitable for 
carriage of cargo in trailer bodies. 

3. Requires charterer to construct, for each 2 tankers chartered, 1 new 
$2,000, 18-knot supertanker with cargo deck. 

4. Charterer may trade in two obsolete dry-cargo vessels for each new tanker 
to be constructed for an allowance of credit on new tanker, allowance of credit 
to be fixed at foreign market value of old vessel. 

5. New tankers constructed are restricted to coastwise trade for 10 years after 
construction. 

DIRECT PUBLIC BENEFITS 


1. Coastwise shipping would be greatly revitalized and stimulated, making 
available a new low-cost water transportation service. 
2. The depressed shipbuilding industry would obtain much needed work from 
construction of new cargo-tankships and from conversion of chartered tankers. 
3. New employment for seamen, longshoremen, shipyard workers, and others 
would be generated. 
BENEFITS TO CHARTERER 


1. Makes vessels available for expansion and development of new type coast. 
wise service. 

2. Makes possible trade-in of obsolete dry-cargo vessels for allowance of credit 
on construction of new 18-knot dual purpose cargo-tankships for expansion of 
coastwise trade. 

DIRECT GOVERNMENT BENEFITS 


1. The United States merchant marine would be substantially increased by the 
addition of at least ten 18-knot, new cargo-tankships readily available for national 
defense. 
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2. The chartered tankers will be improved by the addition of cargo decks 
installed at the expense of the charterer. 

3. The chartered tankers will be available for immediate use of military or 
other Government departments since they will be in coastwise operation rather 
than in lay-up status. 

ESTIMATED COST TO GOVERNMENT 


Assume 20 tankers chartered— 
Government pays: 
1. Trade-in allowance for 20 C-—2 vessels (estimated current for- 
eign market $1,600,000 per vessel) _-.___-_------_--------- $32, 000, 000 
2. Estimated cost to Government for class work, breakout, and 
lay-up expense on 20 chartered tankers, at $200,000 
GE TIN, Satake ee She hl died baie cllinncin en hb behiotes 4, 000, 000 


BE i i cinies ipeneinnne emainnie 36, 000, 000 


Government gains or saves: 
1. Charter hire for 20 tankers for 5 years, estimated, at $135,- 


AON NA URI UR ieee weed seinenae— 13, 500, 000 
2. Charter hire for average of 3 years 20 C—2 vessels traded in, 

at estimated charter hire of $142,500 per vessel per year___ _—_ 8, 550, 000 
3. Deck installation on 20 chartered tankers, at estimated 

minimum cost of $200,000 per tanker_____--__-_-____-__-_--- 4, 000, 000 
4. Title to 20 C-2 cargo vessels having current domestic market 

value of minimum of $1,000,000 per vessel____-__-_-__--- 20, 000, 000 


. Savings in cost of different in speed of 16144-knot and 18-knot 
tankers paid for by Government recently as national-de- 
fense feature at rate of $1,000,000 per vessel—10 tankers, 


on 











lacie aati esnlbieczegpie ens ov enecanpgrenianee ators 10, 000, 000 
56, 050, 000 
Estimated net gain and/or savings to Government____-_- 20, 050, 000 


Mr. McLean. Thank you. It is interesting to note from that com- 
putation that, if our figures are accurate and we have made every ef- 
fort to obtain the best estimate possible, the Government actually 
stands to gain or save directly approximately $20 million under this 
bill if it should be enacted and as many as 20 tankers are chartered. 

In addition, of course, there many other less tangible, but equally 
important benefits, including the construction of 10 new supertankers, 
the partial restoration of the coastwise trade, and substantial new 
employment for seamen as well as the shipyards of the Nation. It will 
also make it possible for operators who are willing to take the risk 
and accept the obligations and restrictions imposed by the bill to 
develop and expand a new type water transportation service which we 
earnestly believe to be in the public interest as a vital and important 
link in our national transportation system. 

Since preparing this statement I have been told that MSTS is plan- 
ning to use in the near future 17 of the tankers named in the bill, and 
I presume that, as they are needed by MSTS, they will be unavailable 
for charter. Accordingly, I would like to suggest an amendment to 
section 1 of the bill to provide that any T2-SE-—A1 or anl T2-SE-A2 
tanker in the reserve fleet may be chartered under the terms of the bill. 
The companion bill introduced in the Senate, S. 3877, provides for a 
charter of any T2 tanker, and this amendment would be in harmony 
with the Senate bill. At the same time it would make available any of 
the 35 T2 tankers and the Government reserve fleet. 
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In conclusion, I would like to urge very strongly your careful con- 
sideration of the bill and a favorable report thereon to the Congress. 

Mr. Chairman, I am grateful to you and the committee for permit- 
ting me to appear before: you today. 

The Cuairman. In addition to what you have said in your state- 
ment, there is a growing menace on the highways caused by trucks. 
What is the anticipated relief for the national highways and the State 
highways that would be brought about should the maximum develop- 
ment under this bill come to pass ? 

Mr. McLean. We don’t have a definite formula of how much of the 
proposed traflic we anticipate we would haul with these 20 tankers 
that would move by highway as compared with by rail or air or water. 
However, if all of this traflic that we are t talking about moving with 
these 20 tankers were moved by truck, it would take about 2,000 or 2,200 
trucks a week. 

The CuHatrrman. A week ? 

Mr. McLean. A week, to move that amount of traffic. 

The CuHairman,. Off of the public highways? 

Mr. McLean. Yes, sir. 

The Cuarrman. So that you, in your statement, have not taken 
advantage of estimating what would be saved to the States and Fed- 
eral Government in wear and tear on the highways, and elimination of 
congestion of traffic on the highways ? 

Mr. McLean. We didn’t feel that we should. 

The CuarrMan. It isan interesting part of the bill to me. 

Mr. McLean. Yes, sir. 

The Cuarrman. Mr. Boykin. 

Mr. Boyxrn. I just want to say to Mr. McLean that I think this is a 
wonderful idea and I hope that we can help it in every way, shape, or 
form to put it over. I am sorry that the entire committee is not here 
to hear this statement. They will read it. I think that everybody in 
America will read it. We know about the congestion. I have a car 
here but I never move it. I use taxicabs. You cannot go out of 
Washington in any way. You certainly cannot move out of Mobile 
and cer tainly not out of Texas. 

We have brought in 23 tremendous wells near Mobile in Citronelle. 
They are produci ing more oil there than in any place in that country. 
We are going to have to handle that, of course, in tankers. They are 
running a line from Citronelle to Mobile. I imagine they are going 
to your docks. 

I never have talked to Mr. McLean about this because I have missed 
him. I have talked to this great lawyer who has been here so many 
times. 

I think it isa wonderful plan and I am for it 100 percent. 

Mr. McLean. Thank you, sir. 

The CuatrmMan. Mr. Allen. 

Mr. Auten. Mr. Chairman. 

Mr. McLean, I think you have operated a trucking business of some 
size in the past, have you not? 

Mr. McLean. Yes, sir. 

Mr. Aten. Where, generally, has that served ? 

Mr. McLean. From Atlanta to Boston. 

Mr. Auten. That would have involved part of the service that you 
are contemplating ? 
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Mr. McLean. I am no longer connected with the trucking business. 
I am wholly out of the trucking business now. Pan-Atlantic would 
have its own. trucking operation within the port areas where this 
traffic originated and terminated. 

Mr. Auten. For how long were you in the trucking business ? 

Mr. McLean. All my working life, about 20 years. 

Mr. Atten. How many trucks did you operate at the peak number, 
approximately ? 

Mr. McLean. About 2,000 pieces of equipment, which was about 
1,000 trailers and 1,000 trucks. 

Mr. AtxeEN. I notice that the estimated cost to the Government on 
page 4 of your pamphlet is $36 million, which I take it would be paid 
out in cash by the Government, and that the first two items, which 
total about $22 million, would be cash received by the Government. 
The operation then would cost the Government, so far as cash outlay is 
concerned, the difference, or $14 million ? 

Mr. McLean. Yes, sir. 

Mr. Auuen. Are there any other outlays that you know of that the 
Government would be required to make? 

Mr. McLean. No,sir. Wedon’t know of any more. We have tried 
to be conservative with these figures, 

Mr. Auten. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Van Pelt. 

Mr. Van Petr. I have no questions. 

The Cuarrman.. Mr. Ray. 

Mr. Ray. For my information, Mr. McLean, what is the regulatory 
situation as to rate regulation? Would your rates be regulated / 

Mr. McLean. Yes, sir, the ICC. They are regulated and they are 
not regulated. You publish the rates and they are approved or 
disapproved. 

Mr. Ray. That is by the Interstate Commerce Commission ? 

Mr. McLean. By the Interstate Commerce Commission; yes, sir. 
Water rates have always been lower than land rates. We are now 
operating at rates somewhere between 20 and 25 percent below land 

rates. Of course, the petroleum rates by tanker are much lower than 
that, as compared with land transportation costs. 

Mr. Ray. There are lots of questions which I ought to ask, Mr. 
Chairman, but I do not know enough to ask them. I will have to 
wait until I get some information. 

These are very interesting pictures, sir. 

Mr. McLean. Thank you, sir. 

Mr. AuwEN, I believe you have a certificate of public necessity which 
permits you to operate in this trade? 

Mr. McLean. Yes, sir. Pan-Atlantic has an ICC certificate cover- 
ing the trade routes on which we operate. 

Mr. Auten. Thank you, sir. 

The Cuamman. Does counsel have any questions? 

Mr. Drewry. I have a few, Mr. Chairman. 

Mr. McLean, I understand that the reason you have to have this 
legislation in order to charter the thnikers 3 is that there is no provision 
for a charter at the present time in the Ship Sales Act. 

Mr. McLean. Not for the tankers. There is for dry-cargo vessels. 

Mr. Drewry. Is it not true that the charter provision in the Ship 

Sales Act for dry-cargo ships provides that the charter rate will be 
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not less than 15 percent of the statutory floor price, and you have a 
fixed rate of 15 percent, is that right? 

Mr. McLean. Yes, sir. 

Mr. Drewry. And it is on the statutory sales price depreciated on 
down to the present time ? 

Mr. McLean. Yes, sir. 

Mr. Drewry. So that the statutory floor price would be about 
$1,600,000, I think, for the ships? 

Mr. McLean. I don’t remember what it is. It is about $1,800,000. 

Mr. Drewrry. And depreciated it would come pretty close to being 
only about half of that? 

Mr. McLean. About $900,000 depreciated. 

Mr. Drewry. You have the breakout cost estimated at $200,000 
for a vessel. That is breakout, repair, and deactivation cost. Would 
that be all of the work that has to be done? In tankers would there 
not be other expensive items like major bulkhead work, and work of 
that kind ? 

Mr. McLzan. On the 20 we talked about originally in the bill, I 
don’t think we would have to have any bulkheading. We don’t know 
about the others. That is something that would have to be determined 
after we got into it. 

Mr. Drewry. Maybe Maritime would be able to give some answers 
as to how much the expense would be. 

Now, on your trade-in, you want an allowance of the foreign mar- 
ket value which you estimate at about $1,600,000, and then you will 
trade them in right away. Is that the plan, that you immediately 
pass title to the Government ? 

Mr. McLean. Yes, sir. 

Mr. Drewry. Then you will charter them back on the basis of 
domestic market value, so that, on your tabulation here, you show that 
the Government pays $32 million and then acquires an asset in the 
form of the 20 ships worth $20 million ? 

Mr. McLean. That is correct, sir. 

Mr. Drewry. If you trade them in and receive the foreign market 
value, why would it not be logical that you should pay the charter 
hire for them on the same basis? 

Mr. McLean. I think it would be if it were practical in the eco- 
nomics of the operation. If we charter it back on the foreign market, 
we could not compete with those particular ships in the market. 

Secondly, there is quite a bit more to our program than the regular 
charter of the ship. We agree to charter the tankers for 5 years. We 
agree to build $90 million to $100 million worth of new construction 
and to confine it for 10 years to the domestic trade. We think that 
the considerations that we are giving here should be offset by some of 
the things we are asking for. 

The Cuarrman, Other industrial carriers that build this type tanker 
with this speed get a national defense allowance for which you are 
not asking ¢ 

Mr. McLean. Well, there has been some. 

The CHamMan. We passed a bill here providing for 18-knot tankers 
to be built. 

Mr. McLean. Yes, sir. 

The CHarrman. It was generally understood that they be 18-knot 
tankers. Instead of 18-knot tankers we got 16-knot tankers. 
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Mr. McLean. Yes, sir. 

The Cuarrman. Here you propose to obligate yourself without any 
equivocation to build 18-knot tankers for the national defense. 

Mr. McLean. Yes, sir. 

Mr. Drewry. Do you plan to operate them at 18 knots? Will that 
be their regular commercial service? 

Mr. McLean. Well, I would say that a good part of the time they 
would operate at 18 knots. It is not necessary that we have 18-knot 
ships in this trade. Weare operating in the trade now with 1414 knots 
and have been doing it satisfactorily. 

Mr. Drewry. On that point I was interested in your showing that 
you are saving the Government $10 million by not asking for allow- 
ance for defense features. Of course, that is true in any case where 
an operator builds for a particular speed. There have been other cases 
of tankers that have been built at 19 knots where there was no defense 
feature allowance. 

Mr. McLean. Well, they have been the few instead of the majority. 
There has been a lot of talk about big super 18-knot tankers, but there 
have not been many built. I don’t know whether there have been any 
built without Government subsidy. I know there are several 25,000 
tons without 18-knot speed, but I don’t know of any supertankers. 

Mr. Drewry. Mr. McLean, is there anything in this bill that would 
actually keep the person who chartered vessels under it from agreeing 
to build and then proceeding to use the vessels for several years and 
then not build? 

Mr. McLean. The Secretary of Commerce prescribes the conditions 
under which you can use the legislation. In other words, if we traded 
in ships to get the use of the T2 tankers in the interim period and then 
did not build, we would lose whatever value we had in our C2 vessels. 
I don’t think that, that is a remote possibility that that could happen. 

Mr. Drewry. I think it is very remote, too. 

The CuarrmMan. Well, the question is if you entered into this con- 
tract, certainly the Maritime Administration would so protect the 
Government that you would have to build. 

Mr. McLean. And properly administer, or we would lose. 

The Cuatrman. I would be disappointed in the Maritime Adminis- 
eae if a contract of this type was entered into and you did not 

ul it. 

Mr. McLean. Something could happen to us in 2 or 3 years, if a hur- 
ricane took all of the ships or some catastrophe occurred so that we 
would lose our ships. 

Mr. Drewry. You would not get your money from the Government 
until you started the construction ? 

Mr. McLean. That is right, and we would lose the ships because we 
would have traded them to the Government and defaulted on the 
contract. 

Mr. Drewry. Yes, but the bill does not make it mandatory that dry 
cargo vessels be traded in. Itis permissive. I was not really thinking 
about you. I was thinking of this as general legislation. 

Mr. McLean. We have no objection to that type of restriction in the 
bill because we are in this thing in good faith and we expect to carry 
it out not only to the letter of the way the bill is written but to the 
intent upon which it was written. 
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Mr. Drewry. Do you feel it is necessary to the bill that the trade-in 
be limited to dry-cargo vessels? 

Mr. McLean. No,sir. I don’t think so. We have no objection to it 
being applied to other vessels. 

Mr. Drewry. That just happens to tailor it more closely to your 
situation ? 

Mr. McLean. We knew what our problems were and we are trying 
to cure ourselves, and we have no objection to curing other people’s 
problems along with it; and, in fact, we would welcome it. 

Mr. Drewry. There has been some concern expressed by 1 or 2 
people in connection with this bill as to just what is meant by coastwise 
trade. In one place I believe coastwise trade is mentioned and in 
another place domestic coastwise trade is mentioned. There has been 
some concern that maybe under this you would be able to operate in the 
intercoastal trade or in the noncontiguous trade. 

Mr. McLean. I would say that the bill is confined to the coastwise 
trade, and I will confine the coastwise trade as I understand it to be 
from the most northwestern part of Tacoma, Wash., down to San 
Diego, Calif., as one coastwise trade; the other from Brownsville, Tex., 
around to Portland, Maine, as being the other coastwise trade. 

There is a possibility that maybe Puerto Rico could be considered in 
the coastwise trade. I don’t know. 

Mr. Drewry. That is the question that was raised, and I just wanted 
to get your intentions as to what you conceive the coastwise trade’ to 
mean. 

Mr. McLean. We are talking about coastwise trade around from 
Brownsville to Portland, and Tacoma to San Diego. 

The Cuairman. You are speaking of coastwise as now defined by the 
Maritime Administration ? 

Mr. McLean. That is correct. 

The CHarmman. And you are speaking of offshore trade as defined 
by the Maritime Administration 4 

Mr. McLran. Yes, sir. 

Mr. Drewry. That is all I have right now. 

The Cuatrman. There is one question which I would like to ask 
further, as to page 3, line 11: 

If the charter is terminated prior to expiration for any reason not the fault of 
the charterer, or the vessel becomes a constructive or actual total loss, the United 
States shall pay to the charterer the depreciated cost of such deck installation. 

Now, vessels are insured, are they not? 

Mr. McLean. Yes, sir. 

The CHarmman. Why is this provision put in there? 

Mr. McLean. Will you answer that, Mr. Stoudenmire ? 

The CHatrmMan. Yes, sir. 

Mr. Sroupenmire. The reason for that is that, if we expended 
$200,000 as a minimum for the deck installation on this vessel and 6 
weeks or even 6 months later the Government should requisition title 
or cance! a charter for the convenience of the Government, we would 
have expended a substantial sum of money for some $4 million and we 
would not be made whole. This provision is intended to cover that 
sort of situation, not the situation where the vessel is lost through a 
casualty or otherwise, which would be covered by insurance. 
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The Cuairman. Would not the interpretation of this language be 
that, if the vessel were lost, you would require the Government to pay 
you ¢ 

Mr. Sroupenmire. I think the answer to that is that we have no in- 
surable interest in the vessel because title belongs to the Government, 
including the deck installation; and, while we would be required 
presumably under the charter to carry full marine insurance, the 
proceeds would be payable to the Government and they would be made 
whole. I think the Government would get the insurance proceeds if 
the vessel was lost, but that portion of it which represented the loss of 
the cargo deck, depreciated as provided by this section, would be 
returned to the charterer. 

The CHarrMan. Since the Government did not have any initial 
investment in this part of the construction. 

Mr. Sroupenmire. Correct, and the Government would not be out 
of pocket because the deck would be insured as a part of the vessel, 
which would be insured at our expense. Since the Government is the 
only one that has an insurable interest, they would pass to us that 
portion which represented the deck installation. 

The CHatrrMan. Are there any other questions ? 

Mr. Rosrson. I have no questions. 

Mr. Drewry. Mr. McLean, on page 3, I see that the installation 
“shall be in accordance with plans and specifications approved by the 
Secretary of Commerce.” I wonder if there should not also be a re- 
quirement that it be approved by the Secretary of Defense or Secretary 
of the Navy ? 

Mr. McLean. We wouldn’t object to that at all. In fact, we would 
welcome any suggestions they might have. 

Mr. Drewry. This deck installation will not interfere with the util- 
ity of the vessel as a tanker ? 

Mr. McLean. No, sir. It adds about 300 tons to the tanker gross, 
but we take off some of the equipment on there so that we have a net 
addition of something less than 300 tons. 

Mr. Drewry. Is the deck readily removable? 

Mr. McLean. Yes,sir. They can be removed. It is bolted on to the 
ship and welded on. It can be removed. 

The Cuarrman. Thank you very much. 

Mr. McLean. Thank you. 

The Cuatrman. It is possible that the committee would like to call 
you back in if they feel so inclined. 

Mr. McLean. I will be available. 

The Cuatrman. At this point I want to have read into the record a 
letter addressed to the committee from the Assistant Judge Advocate 
General of the Navy, dated June 8, 1956. 

(See p. 5.) 

The Cuatrman. Mr. McLean, I am going to furnish you with a 
copy of this so that you can prepare yourself to answer any questions 
that the committee might desire to ask you with reference to this letter. 
We have a letter from the ( ‘omptroller General. I would like to have 
that read into the record. 

Mr. Drewry. The letter is dated June 11, 1956. 

(See p. 3.) 
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STATEMENT OF CLARENCE G. MORSE, MARITIME ADMINISTRATOR ; 
ACCOMPANIED BY WALTER C. FORD, DEPUTY MARITIME ADMIN- 
ISTRATOR; M. I. GOODMAN, DEPUTY DIRECTOR, OFFICE OF 
NATIONAL SHIPPING AUTHORITY, MARITIME ADMINISTRATION, 
DEPARTMENT OF COMMERCE 


Mr. Morse. Good morning, gentlemen. I have a prepared state- 
ment which I assume has been circulated. I am sorry; it was being 
run off and has not yet arrived from Commerce. 

H. R. 11122 would authorize and direct the Secretary of Commerce, 
during the 2 years after enactment of the bill, to bareboat charter to 
citizens of the United States 20 named T2 tankers, in pairs or in multi- 
ples of 2, for charter periods of at least 5 years, for use exclusively in 
the United States coastwise trade except that with the approval of 
the Secretary of Commerce such vessels may be operated in any other 
trade for the account of any department or agency of the United 
States, at annual charter rates of 15 percent of the statutory sales 
price of the vessels determined under section 3 (d) of the Merchant 
Ship Sales Act of 1946, but without regard to the floor price of the 
vessels of 50 percent of their domestic war cost. The bill further pro- 
vides that the Secretary shall, at the expense of the United States, 
place each tanker in good operating condition, including class, be- 
fore it is chartered. The charters would be subject to the following 
conditions: 

(1) The charterer shall, at his own expense and under plans and 
specifications approved by the Secretary of Commerce, install on the 
chartered tankers an upper deck suitable for the carriage of cargo 
containers having an aggregate capacity of not less than 1,000 tons 
gross weight. 

(2) If the charter is terminated, prior to expiration of the charter 
period, for any reason not the fault of the charterer, or if the vessel 
becomes an actual or constructive total loss, the United States shall 
pay to the charterer the cost of such deck installation less deprecia- 
tion at the rate of 20 percent per annum. 

(3) When redelivered to the United States, the chartered vessel 
shall be in as good operating condition, including class, as when de- 
livered to the charterer, ordinary wear and tear excepted. 

(4) The charterer agrees that for each 2 tankers chartered to him 
he will cause to be constructed in a United States shipyard 1 tank- 
ship of not less than 32,000 deadweight tons, equipped with an upper 
deck suitable for the carriage of cargo in containers, and having 
a speed of at least 18 knots, and further agrees that, for a period of 
10 years after its construction, the vessel shall be operated only in the 
United States coastwise trade. 

(5) For each dual purpose tankship he constructs, the charterer 
may trade in to the United States for an allowance of credit, 2 dry 
cargo vessels which are not less than 1,500 gross tons each, not less 
than 12 years old, warbuilt as defined in section 3 (b) of the Merchant 
Ship Sales Act of 1946, in class as to hull and machinery satisfactory 
to the Secretary of Commerce on the date of their physical delivery 
to the United States, which have been documented under the laws of 
the United States for at least 3 years immediately preceding their 
physical delivery to the United States, and which have been owned by 
the charterer or by a United States citizen affiliate under common 
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ownership with such charterer for not less than 3 years immediately 
preceding the date of their physical delivery to the United States. 
The allowance for the dry cargo vessel shall be fixed, on the date the 
tanker charter is entered into, at an amount not less than the fair 
market value for operation under foreign registry on that date, which 
shall be reduced for use of the traded-in vessel at the rate of 15 percent 
per annum of the statutory sales price thereof under section 3 (d) of 
the Merchant Ship Sales Act of 1946. No gain shall be recognized to 
the charterer or its affiliate on the trade-in of the vessels and there 
shall be a compensating adjustment of the basis of the new vessel for 
gain or loss and for depreciation. 

(6) Such other terms and conditions as the Secretary of Commerce 
deems necessary to protect the interests of the United States. 

The bill would provide a means of obtaining construction of up to 10 
new dual-purpose tankers, would aid in rehabilitating the domestic 
coastwise trade, and would aid in upgrading the national defense 
reserve fleet. The bill, however, is too narrow in its application and 
several of its provisions, including the charter rate and trade-in pro- 
visions, are not satisfactory. We recommend that consideration be 
given to amendments hereinafter proposed. 

The Department of Commerce now has 35 T2 tankers under its 
jurisdiction in the laid-up fleet, including the 12 tankers named in the 
bill. Of the 12 tankers named in the bill, the Navy has requested the 
permanent transfer to it of 10 of the T2-SE-—AQ2 tankers because it 
cannot at present charter tankers at reasonable rates. The bill would 
not permit the chartering of dry cargo vessels in the Jaid-up fleet as 
an inducement to the building of new vessels for the domestic trade. 
In other words, it is limited to chartering of tankers. 

The Cuatrman. Let me interrupt you there. Is that the emergency 
under which the Navy or the MSTS has requested these tankers, that 
they could not get them in the commercial market at reasonable rates? 

Mr. Morse. Yes, sir. 

The Cuarrman. That is what everybody else is complaining about. 

Mr. Morse. Yes, sir. 

The Cuarman. So that is the emergency under which they get the 
tankers? 

Mr. Morse. I think that the Navy could better explain their 
emergency. 

The Crarrman. That is your interpretation of why they are being 
given to the Navy? 

Mr. Morse. It is my understanding that they have requested the 
charters and have not received bids on their requirements. 

The Cuatrman. Yes,sir. All right, sir. 

Mr. Boyxrn. I wonder why the Navy did not do this before, Mr. 
Chairman. Have the prices been about the same for a good while? 

Have they, Mr. Morse ? 

Mr. Morse. No; I think the charter rate has been going up con- 
tinually and there is an increasing demand not only for tankers but 
also for dry-cargo vessels. 

Lines 7 through 10 on page 1, and lines 1 through 5 on page 2, should, 
ae be stricken out and a comma and the following substituted 
therefor : 


Notwithstanding the provisions of section 11 of the Merchant Ship Sales Act 
of 1946, as amended—— 
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The Cuarrman. What page was that ! 

Mr. Morse. Page 1, lines 7 through 10, and lines 1 through 5 on 

page 2, should, therefore, be stricken out and a comma and the follow- 
ing r substituted therefor : 
Notwithstanding the provisions of section 11 of the Merchant Ship Sales Act 
of 1946, as amended, and section 510 (h) of the Merchant Marine Act, 1936, as 
amended, to bareboat charter to citizens of the United States vessels under his 
jurisdiction. 

In other words, it is broadening the base to permit the chartering 
of dry-cargo vessels as well as tankers. 

Line 14, page 2, should be amended by striking out the word 
“tankers” and substituting the word “vessels.” Line 15, page 2, should 
be amended by inserting after the word “coastwise” the words “or 
intercoastal.” 

Without being critical, I think this is a tailormade bill and I think 
a bill which should be broadened, which will enable more people to 
come in for encouragement of the domestic trade. 

Section 1 (c) should be amended by striking out of line 14 the 
words “tankers eligible for charter” and substituting therefor the 
words “vessels for which he has ¢ applied.” 

Since some applicants might want to charter a vessel for a period 
of less than 5 years, the bill should be amended by striking out the 


language contained in section 1 (d) and substituting therefor the 
following: 


Each charter made under authority of this Act shall be for such period as the 
Secretary of Commerce shall determine. 

The CuarrMan. Let me interrupt you there, Mr. Morse. You want 
to strike out the 5-year period ? 

Mr. Morse. Yes, sir. 

The Cuatrman. For some time it has seemed that chartering for 
less than a year or a year was being sought and, personally, to me 
it appears that 5 years did seem more interesting than this in- and-out- 
charter business. 

Mr. Morse. Well, I can express my philosophy this way: I think 
that the reserve fleet should not be used as a means to the operators 
of getting charters for a short-term period thereby obviating their 
purchasing or building ships. 

The Cuatrman. Would it not take a period of 5 years to comply 
with the other provision in this bill that one supertanker should be 
huilt for each one of these tankers 

Mr. Morse. Well, I am not sure e precisely what you have in mind. 
[t would take roughly 2 to 21% years at the outside to build a tanker. 

The Cuamman. Go ahead, sir. 

Mr. Morse. The charter rate provided in the bill is 15 percent per 
year of the statutory sales price of the vessel under the Merchant Ship 

Sales Act of 1946, without regard to the floor price. The statutory 
sales price of a tanker under the 1946 act is 87 ¥ percent of the prewar 
domestic cost of a tanker of that type, with certain adjustments in- 
cluding a reduction of 5 percent per annum for depreciation from the 
date of deliver y of the vessel by the builder to date of charter, but the 
price cannot be reduced by these adjustments below the floor price 
which is 50 percent of the domestic war cost of vessels of the same type. 
The adjusted statutory sales price, without regard to the floor price, of 
a tanker in the reserve fleet selected at random is approximately 
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$790,000; its floor price is approximately $1,500,000; and its unad- 
justed statutory on price is approximately $2 million. In other 
words what we are getting at here is whether we apply the 15 percent 
to $790,000 or whether we apply it to roughly $1.5 million. 

The Secretary of Commerce now has limited charter ing authority 
under section 5 of the Merchant Ship Sales Act of 1946, as amended. 
Charters for operation in domestic trade are made under that section 
at the rate of 814 percent of the unadjusted statutory sales price or of 
the floor price, whichever is higher, with an additional 614 percent, if 

earned, and with a recapture provision at such rate as appears reason- 
hie under the circumstances. The charter-rate provisions in the 1946 
act are in our opinion reasonable. The bill should be amended, there- 
fore, by striking out the language contained in section 1 (e) and sub- 
stituting therefor the followi Ing: 

The charter hire for any vessel chartered under this act shall be determined 
under section 5 of the Merchant Ship Sales Act of 1946, as amended. 

Section 2 of the bill would require the United States to pay the cost 
of placing the vessels in good operating condition, including class. 
Some vessels in the reserve fleet are in poor condition and would re- 
quire extensive repairs, including bulkhead work. The Emergency 
Ship Repair Act of 1954 directed the Secretary of Commerce to 
formulate and carry out a program, not exceeding $25 million, of re- 
pairing, modernizing, and converting such merchant- -type vessels in 
the national defense reserve as may be nec cessary to provide an adequate 
and Ready Reserve fleet of merchant-type vessels. The purposes of 
this act were to upgrade the national defense reserve fleet and to place 
work in shipyards so as to aid in maintaining a proper mobilization 
base. The bill, H. R. 11122, would serve the same purposes. The cost 
of this work, therefore may be considered a proper charge to the 
United States. Part and perhaps all of this cost would be offset by the 
charter hire earned under the bill. Section 2 should be amended to 
strike out the words “tanker eligible” and substituting the word “ves- 
sel.” 

This bill would require the charterer to place skeleton decks on the 
chartered vessels. From an engineering standpoint, the fitting of 
skeleton decks on T2-SE-A1 and T2-SE-A2 type tankers is known 
to be feasible and practical. It may be, however, that not all applicants 
would want to make this modification of the vessel, and that they 
would desire to make other modifications. The bill should be amended, 
therefore, by striking out the language in section 1 (f) (1) and sub- 
stituting therefor the following: 

The charterer may, at his own expense, make such modifications of the ves- 
Sel as the Secretary of Commerce approves. 

I might interpolate at that point to say that we should have no ob- 
jection if the bill required concurrence by the Secretary of the Navy 
because, as a matter of course, we would check with the Nav vy anyw ay 
to get their approval to any modifications. We would do that with- 
out. any provision being contained in the bill. 

The bill would require the United States to pay the charterer the 
cost of the skeleton deck depreciated at the rate of 20 percent per an- 
num, if the vessel should become an actual or constructive total loss 
or if the charter is terminated without the fault of the charterer. 
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The bill also provides that the Secretary of Commerce can place in 
the charter such conditions as he deems necessary to protect the in- 
terests of the United States. Under this provision, we contemplate 
that two conditions would be placed in the charter—a requirement that 
the charterer, at his own expense, insure the vessel, and that the Sec- 
retary during a national emergency may terminate the charters on 
such notice as he shall determine. The msurance would be assigned 
to the United States and, in the event of actual or total constructive 
loss of the vessel, would be distributed between the United States and 
the charterer “as their interests may appear.” This would be taken 
care of in the charter. On the other hand, if the United States termi- 
nates the charter before the end of the charter period, it seems reason- 
able to pay the charterer the depreciated cost of the improvement. 

In other words, what I am saying is that the risk of loss to the 
charterer of his investment in this deck, added on, could be covered by 
insurance; and I think it is unnecessary that the bill provide that 
the Government reimburse the charterer in that instance because I 
think we can handle that administratively by taking out the insur- 
ance for the account of whom it may concern, the Government and 
the charterer. 

The Cuatrman. He takes private insurance? 

Mr. Morse. Yes, on the bareboat charter we would require him to 
insure the vessel to the account of the Government and, to the extent 
that he has an interest, to his account also. While I am no insurance 
expert, I would think offhand that he would have an insurable interest 
in the deck which he put on at his own expense. 

The bill should be amended, therefore, by striking out the lan- 
guage contained in section 1 (f) (2) and substituting therefor the 
following: 


If the Secretary of Commerce terminates the charter prior to expiration of 
the charter period, the United States shall pay the charterer the depreciated 
cost of any capital improvement he has, with the consent of the Secretary of 
Commerce, made to the vessel. For the purposes of this subsection, the capital 
improvement shall be depreciated on a straight-line basis over the period of the 
charter remaining after the capital improvement is completed. 

The bill would restrict the operation of the vessel to the United 
States coastwise trade except that it could be operated in any other 
trade for the account of any agency or department of the United 
States. Ifthe operation of the vessels in the coastwise trade should be- 
come unprofitable, this provision might cause the charterer to default, 
since with the exception noted, it prevents the operation of the vessel 
in any trade except the coastwise trade. This might prevent the con- 
struction of the new vessels. Line 18, page 3, should be amended by 
striking out the word “tanker” and substituting therefor the word 
“vessel.” Lines 21 and 22 of page 3 should be amended by striking out 
the words “if such operation is for the account of any department or 
agency of the United States.” This would permit operation of the 
vessels in any other trade with the approval of the Secretary of 
Commerce. 

Section 1 (f) (4) should be amended by striking out the word 
“tanker” in line 24, page 3, and substituting the word “vessel.” 

Section 3 of the bill requires the charterers to agree to construct new 
tankers. Since some applicants may desire to construct some other 
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type of vessel, the section should be amended by striking out the first 
three sentences and substituting therefor the following: 

Each applicant for a charter under this Act shall agree that, within a period 
to be determined by the Secretary of Commerce, he will cause to be constructed 
in the United States shipyards a vessel or vessels with utility value not sub- 
stantially less than that of the vessels chartered to him under this Act, and that 
for a period of ten years after completion of construction, such new vessel or 
vessels, except with the approval of the Secretary of Commerce, shall not be 
operated in any trade other than the United States coastwise or intercoastal 
trade. 

The CHarrRMAN. Does that language mean that, if he chartered a 
tanker, he would be confined to a tanker ? 

Mr. Morse. That would permit him to build a dry-cargo vessel if 
he wished to do so instead of a tanker for use in the domestic trade, 

coastwise or intercoastal. 

The trade-in provisions of the bill are substantially the same as 
those contained in section 510 of the Merchant Marine Act, 1936, 
except— 

(1) The bill would fix the trade-in price of the vessels at their world 
market value for operation under foreign registry, whereas under 
section 510, scrap value, depreciated value based on a 20-year life, and 
market value for use in world trade or in the foreign or domestic 
trade of the United States must be considered in arriving at the 
trade-in price of the vessels. 

(2) The bill would fix the charter hire for use of the trade-in 
vessels at the rate of 15 percent of the statutory sales price of the dry- 
cargo vessels, whereas section 510 provides that the charter hire shall 
be the reasonable value of the use. 

The provisions of section 510, with respect to trade-in of vessels, are 
in our opinion reasonable, and in our opinion should govern the 
trade-in of vessels under the bill. The bill should be amended, there- 
fore, by striking out sections 4 and 5 and renumbering section 6 as 
section 4. 

We favor the objective of the bill in the interest of rehabilitating 
domestic oceangoing shipping, and recommend consideration of the 
amendments herein proposed. Due to the urgency of the matter, we 
have presented these comments without securing the final advice of 
the Department of Commerce or the Bureau of the Budget as to the 
relationship of H. R. 11122 to the program of the President. 

The CHatrmMan. Does that conclude your statement ? 

Mr. Morse. Yes, Mr. Bonner. 

The Cuarrman. Mr. Morse, it is understood that there are special 
provisions in this bill not heretofore considered. 

Mr. Morse. Not heretofore adopted by the Congress. 

The Cuatrman. Yes. I do not know whether they have been con- 
sidered. Has any other operator offered to do what this operator has 
offered to do? 

Mr. Morse. The only other is the proposal by Troy Browning to 
charter a couple of T2 tankers and use them as lift-on, lift-off vessels. 
He was proposing to buy them and convert them for the purpose of 
lift-on, lift-off operation. 

The Cuarrman. But there has been no other operator who offered 
to undertake extensive construction as this operator has offered to do? 

Mr. Morse. No, sir. 
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The CHarrman. Therefore, there is a reason why he should ask 
some special consideration ? 

Mr. Morse. From his approach, I am sure there are many reasons. 

The CuarrMan. Well, we just stay along in the old haphazard rou- 
tine way of this ship operation. Of all these ship operators nobody 
has brought in anything new in the last number of years. That is a 
fact; is it not? 

Mr. Morse. Yes, sir. 

The CuatrmMan. Your administration has been trying to get some 
new thought. Here is the only man who has brought in anything new. 

Mr. Morse. We believe that we are supporting his proposal. 

The Cuarmman. I take it that there is a reason, as a business ven- 
ture, why he wants an assurance of 5 years and not to leave it to the 
whim of fancy, because you are going to have a lot of pressure put 
on you not to do this or that. He is a smart operator. They do not 
want any competition if they can help it. They are all fine gentle- 
men and smart operators, but I have watched them. 

Mr. Morse. We endeavor to do so. 

The CHarrMAn. That is the reason I advised you at one time to close 
up the back doors of your offices down there and close the windows 
and have everybody come in the front door. There are some fast oper- 
ators and they are going to do everything they can to block any new 
operation. They w ‘ant to keep right on with the Government paying 
and paying, and with the same old ships, getting them as cheap as 
they can. You remember how they cussed out the Mariner Ss, saying 
they were not any good. Now they are all flocking in to get Mariners. 
I have a great interest in this subject. I have some warm friendships 
in the trade, but they are really open to severe criticism in many cases. 

Here is a man who comes in with something new. He has the right 
to ask for certain conditions, in my opinion, and has the right to ask 
to be protected. Therefore, as to this 5-year charter, I can appreciate 
why he would want it. 

Take the MSTS. They just take everything whenever they want it. 
We have had that up here. Admiral Denebrink is a great man, but 
he gets red in the face when you try to curb him down a ‘little. 

I have the highest respect in the world for you. I think you have 
made a great, great improvement and have been a great administrator. 

I want to deal char itably with these people, if they are going to put 
in this money. I do not know how this man got into this business. 
[t is a bold man that goes into this game today. So that, although 
[ am sure that your proposed amendments are carefully thought out, 
in my opinion, we should be more elastic with this venture than you 
are because they are offering to build ships that we have been trying 
to get built. They are offering to help to reestablish a trade that we 
have been talking about for years, and I hope that this committee 
will seriously think about it, and I know that they will. 

Mr. Tollefson. 

Mr. Morse. May I interrupt? Mr. Bonner, you asked me about the 
5-year provision. The only reason for our suggestion that the 5-year 
condition be omitted is that it would give more flexibility not only to 
this operator but to any other operator who might want to come in. 

The Cuarrman. It might not give him the flexibility he desires, 


though. He might get into operation and possibly not be able to 
renew. 
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Mr. Morse. Well, with the 5-year restriction being removed, that 
would not prevent us from giving him a 5- or 6- or 7-year charter. 

The Cuairman. He is asking for a minimum of 5 years with the 
privilege of renewing. 

Mr. Morse. I appreciate that. 

The Crairman. If I were going to put this much money into some- 
thing, I would want to know something about ittoo. I would not want 
to leave it to whim or fancy. You might be gone. 

Mr. Morse. I appreciate that, but with no time limitation in there it 
does not necessarily mean that he could not get the 5- or 7- year charter 

The Cuatmrman. Tell me what MSTS has done on all these bills we 
reported out for them? We had the bill providing practically guar- 
anteed return on construction of tankers for them. Are they laying 
down and building ships? 

Mr. Morse. No,sir. That is primarily the fault of the applicants in 
failing to meet their financial requirements. 

The CuarrMan. Well, did we not pass out a bill that would make the 
contract with MSTS profitable for the ship ? 

Mr. Morse. Yes, but because of 2 or 3 defects in the bill it scared 
off most tanker people. 

The Cuamrman. Then they had a bill to build their own ships. 

Mr. Morse. Yes, sir. 

The CuarrmMan. What are they doing with that ? 

Mr. Morse. Four tankers are being built at the present time under 
that legislation. 

The Cuatrman. Yet they complain about the high rates today. 
They can get out from under it, but the commercial operator cannot get 
out from under it, can he? 

Mr. Morse. The commercial operator cannot get out from under the 
high rates today, and I do not know how the MSTS can do so. 

The CuatrmMan. They get out by getting these 15 tankers from you, 
do they not ? 

Mr. Morse. Yes, sir; to the extent that that meets their requirements. 

The CHarrmMan. Well, with what contracts they have, these 15 
tankers would certainly go a long way toward reducing rates, would 
they not ? 

Mr. Morse. The rates of MSTS? 

The CuatrmMan. It would have some effect on the rates. 

Mr. Morse. It is bound to have an effect on rates. 

The CuarrMan. Surely it would. 

Mr. Tollefson ? 

Mr. Totierson. I have no questions. 

The Cuarrman. Mr. Allen? 

Mr. Auten. Mr. Chairman. 

Mr. Morse, I did not follow the proposed changes in the method of 
fixing charter hire exactly, but I take it that, under your proposal, the 

rate could be as much as provided under the original bill, or more ? 

Mr. Morse. It would be more probably. We were proposing that 
the rate should be the same as the rates fixed in the Ship oe t. 

Mr. Auuen. Mr. McLean, when he was testifying, said, » lieve, 
that he had chosen the lower base because the economics of his ypera- 
tion made it necessary to get down to a lower figure than might be 

under the law as it stands, as I understood him. Would you be con- 
sidering whether or not his operation was economically feasible in fix- 
83801—57_3 
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ing the charter hire, or would you use the charter hire that would be 
applicable to the hire for those ships under any trade in which they 
might be used ? 

Mr. Morse. As I recall, under the Ship Sales Act there is a minimum 
of 814, percent charter hire for domestic operation, and I believe that 
814 percent of the Ship Sales Act charter hire would b eroughly equiv- 
alent to 15 percent of the depreciated Ship Sales Act value which Mr. 
McLean was proposing. We would recapture an additional 614 per- 
cent under the Ship Sales Act provision if there was a profit in the 
operation permitting the payment of that 614 percent. 

Mr. Atuen. The question I am getting at is whether, while he can 
operate under his proposal, he can also operate under yours. 

Mr. Morse. I have not checked it out, but I believe it is a fact that 
814 percent minimum under the Ship Sales Act is roughly equivalent 
to the 15 percent proposed in the bill, and I therefore believe that he 
would be able to operate at a reasonable profit under your proposal. 
Now, there is no provision for recapture of any profit above 15 percent 
under the bill. We think that there should be some reasonable provi- 
sion so that the charter hire would conform in substance, in principle, 
to the charter hire spelled out in the 1946 act. 

Mr. Attex. Would that mean that he would not be permitted to keep 
any profit until he would have paid the 15 percent charter ? 

Mr. Morse. Correct. 

Mr. Auten. Thank you, Mr. Chairman. 

The Coatrman. Mr. Boykin? 

Mr. Borxrn. No. 

The Cuamrman. Mr. Robeson ? 

Mr. Roseson. I would like to know how many of these tankers are in 
such bad repair. You implied that they were in bad repair. Were they 
returned to the fleet from usage ? 

Mr. Morse. There are 17 of these A2 tankers, the fast tankers, which 
were returned to the fleet from Navy operation. We do not know what 
the condition is of the vessels, but presumably they are in reasonably 
good condition. There are 18 T2 tankers in the fleet 12 of which were 
trade-in tankers and they were in class at the time they were put into 
the laid-up fleet. 

Mr. Ropeson. They would not have heavy repairs on them, would 
they / 

Mr. Morse. We anticipate roughly $200,000 per vessel for breakout 
and lay-up expenses. Most of these T2 tankers are approaching their 
third special survey. Some of them will require rebulkheading. Some 
won't. That isthe area where most of the cost will arise. 

Now, certainly it would be my view that, if we charter these T2 tank- 
ers in class at the present time, any bulkheading expense which may 
occur or be required a year or so from now should be for the account 
of the charterer rather than for the account of the Government. 

Mr. Rorggeson. That is exactly what I am interested in. Then who 
is going to pick out what tankers the operator gets out of all these 
tankers? Would he get tankers that were in relatively good condition, 
or would be get the tail end of the line ? , | 

Mr. Morse. As far as I am concerned we should try to protect anyone 
who is eee go into a building operation as much as possible and 
give him the best tankers available. 





ley 


am 
1at 
iv- 
(r. 
er- 
the 


an 


rat 
ont 
he 
sal. 
ont 
vi- 
dle, 


ep 


in 


ley 


ich 
rat 
bly 
ere 
nto 


uld 


out 
elr 
me 


k- 
lay 
int 


tho 
ese 
on, 


me 


ind 


AN EORELIE Sis» Ms 


SALE OF CHARTERS AND CONSTRUCTION OF VESSELS 31 


Mr. Roseson. I am in sympathy with the chairman’s concern about 
this situation, that we have somebody that is a successful operator that 
wants to put a lot of money in something. I, for one on the commit- 
teee, would want to encourage him and give him a fair chance, not take 
advantage of him and not set up any trap for him. 

Mr. Morse. So would I, Mr. Robeson. 

Mr. Roseson. I am sure you would, but, as Mr Bonner said, if we 
get him for such a long period of years, Mr. Bonner and I may not 
be here. That was the main thing I wanted to say. 

The Cuarrman. I just wonder about this. When a commercial 
operator returns a tanker to you he has to put it in a certain class, 
doesn’t he ? 

Mr. Morse. It has to be in class when he returns it to us. 

The Cuatrman. What about the Navy or MSTS? 

Mr. Morse. There is no requirement as to the Navy tankers being 
in class when they return them to us. 

The CHarrMan. That is the reason I want that brought out here. 
You said you did not know. Why should they be the favored ones 
against a private operator ? 

Mr. Morse. Well, for one reason, the private operator is using them 
solely for his personal account and, whether the Navy returns them 
to us in class or whether we have to spend our own money to put them 
in class, we are still spending the Government’s money. 

The Cuarrman. Follow that through, then. Why, then, after the 
Navy and MSTS has put on the wear and tear, should a private com- 
mercial operator be required to replace what they have worn out ? 

Mr. Morse. That is assuming that the Navy tankers are in worse 
condition than the other tankers. I would assume that they are prob- 
ably in better condition than the other tankers that are in the fleet. 

The Cuarrman. Let us hope so, but we have no assurance of that. 
Do we have any assurance of it? 

Admiral Goon. Yes, sir. All 17 are overhauled. 

The Cuarrman. I did not ask anybody but the witness to answer. 

Mr. Morse. I am advised by Admiral Ford that we have made some 
inspections of the A2 tankers and they are in reasonably good shape. 

The Cuarrman. Mr. Morse, the reason this developed is that you 
said you did not know what shape they were in. That is the reason 
I went into this question. 

Mr. Morse. I am sure we have not given a thorough inspection to 
every one of those tankers. We have made a spot check of several of 
them. 

The Cuarrman. In other words, if a private operator took a tanker 
out for what charter you would require, he would have to repair that 
tanker and put it back in class, and the MSTS could come along and 
pick up that tanker in first-class condition and operate it. That is 
correct, is it? , 

Mr. Morse. That is correct. 

The Cuatrman. Then when it is returned to you, you do not have 
the same inspection on it coming back that you would have from a 
private operator; that is, if your statement is correct, Mr. Morse? 

Mr. Morse. I want to verify that. 

The Cuatrman. All of this has developed since you said you did 
not know what class they were in. 
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Mr. Morse. I am told by Captain Goodman that when MSTS re- 
turns a vessel we inspect the vessel with MSTS to see that it is in 
good condition, The key to this is the bulkheading requirement, and 
most of these vessels have another year or two before they have to go 
through their third special survey. You can determine the bulkhead- 
ing replacement only by boring the bulkheads to determine their 
condition. That has not been done, as I understand, on these tankers. 

The Cuarmman. Therefore, it is a peculiar situation. This appli- 
cant names his vessels. Then MSTS come along and names the identi- 
cal vessels. That is peculiar, is it not? 

Mr. Morsr. These 17 A2-type vessels were MSTS vessels which they 
had given to us as custodian, and they are asking that the 17 which 
they gave to us as custodian be returned to them, or they are asking 
for 10. 

The Cuarrman. Did they build these vessels ? 

Mr. Morse. I don’t know, Mr. Bonner. I assume they did not. 
They are war-built. 

The Cuatrman. They are warbuilt vessels. That is the point there. 
These are vessels that they knew this applicant applied for, and it 
is a peculiar situation that they applied for the identical same vessels 
after this bill has been introduced. 

Mr. Morse. I would assume that the applicant applied for them 
because he knew they were in good shape. That is one reason. 

The Cuairman. That is right. 

Mr. Morse. And the other is that they are the faster-type T-2 
vessels. 

The Cuarrman. That is interesting. 

Mr. Morse. I might suggest, Mr. Bonner, that when the applicant 
approached us initially about the bill, we recommended against identi- 
fying tankers by name. We said to apply for tankers. That would 
give everyone more flexibility. 

The Cratrman. Mr. Boykin. 

Mr. Boykin. I would like to ask one question. 

Mr. Morse, does the Navy put them in the same class in which the 
private operators have to put them when they return them? Did they 
have a real class, or just check with each other ? 

Mr. Morse. I would rather have Captain Goodman answer that. 

Mr. Goopman. Mr. Boykin, the Navy are not required to go through 
classification or Coast Guard inspection. However, it is their custom 
to do so and, to the best of my knowledge, they have been following 
that custom for a number of years. 

Mr. Boykin. Do you not think that the Maritime Commission ought 
to be looking at their interests at little and seeing that they are put back 
in good shape?’ Some of these operators put one in good shape and 
put it back and they grab it and tear it up. _ 

Mr. Morse. Our information on inspecting these tankers indicates 
that the Navy tankers are in good condition. 

Mr. Borxrn. But you do not make them put them in any particular 
class? 

Mr. Morse. It so happens that they are in class, but it is not a Navy 
requirement. However, the Navy has been following that volun- 
tarily on their part. 
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The Cuatrman. To sum it all up, the individual commercial opera- 
tor has to do something and MSTS does not have to do it; is that 
correct ? 

Mr. Morse. That is correct, sir. 

The Cuamman. Mr. Tollefson ? 

Mr. Torterson. No. 

The CHarrmMan. Mr. Allen? 

Mr. AtieNn. No questions. 

The CHatrman. Mr. Ray ? 

Mr. Ray. I have no questions. 

The Cuatrrman. Mr. Mailliard ? 

Mr. Maititarp. I have no questions. 

The CHatrMan. Mr. Byrne? 

Mr. Byrne. I have no questions. 

The CHarrMan. Counsel ? 

Mr. Drewry. I take it, Mr. Morse, that your suggested amendments 
are all still aimed at the idea of improving the domestic trade; is that 
correct 4 

Mr. Morse. Yes, sir. We are in favor of encouraging the domestic 
trade. 

Mr. Drewry. Is there any reason why you suggested the inclusion 
of intercoastal i made no mention of noncontiguous ! 

Mr. Morse. I did not happen to think of noncontiguous. I would 
have no objection to including noncontiguous. 

Mr. Drewry. I did not know but what maybe intercoastal was 
sufficiently broad to include it, although noncontiguous is usually 
used as a separate term. 

Mr. Morse. I think it should be broadened to include noncontiguous 
since we are speaking of the domestic trade generally. 

Mr. Drewry. In your statement you are concerned about the re- 
striction of the chartered vessels to the domestic trade. You were 
concerned because something might happen in the domestic trade that 
would cause them to be in default, and, therefore, you would like to 
have them authorized to operate in other trades with your approval. 
Are you not getting away from your basic idea there in that, in the 
event a charterer were to decide after a couple of years that he did 
not like the domestic trade and would like to move into the offshore 
trades, you could tell him to go ahead and do it, in which case you 
night ‘be throwi ing an element “of competition into the offshore trades 
with the rather favorable treatment he is receiving here in getting 
the vessels in the first place? 

Mr. Morse. Well, our intent was more for the purpose of flexibility, 
to anticipate the contingencies that might arise; and the one we men- 
tioned there was the possibility that the domestic operation might 
prove unprofitable and they would then have to come in for special 
legislation to correct the situation, whereas the way we were proposing, 
we could correct it administratively. It was not intended that we 
are supporting this primarily on the basis that the vessels will not be 
used in the domestic trade, but we thought there should be a little more 
flexibility than the way the bill presently reads. 

Mr. Drewry. Would you have objection to providing that in that 
event he would not be in default but the charter could be terminated 
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at that point? He may be well on the way to offering a new ship con- 
structed at that point, too. 

Mr. Morse. I don’t want to answer offhand. It is partly a matter 
of dollars and cents as to how long these would have to run in order 
for the Government to reimburse itself for the breakout expenses. 

Mr. Drewry. It looks as though there might be a loophole to come 
in in the guise of going into the domestic trade and, if business got 
bad, to move on out into the offshore trade. 

That is all, Mr. Bonner. 

The CuairmMan. Are there any other questions ? 

Thank you very much, Mr. Morse. 

Mr. Morse. Thank you, sir. 


The CuatrmMan. The next witnesses are Admiral Good and Admiral 


Denebrink. Ihave Admiral Denebrink listed. 


STATEMENTS OF VICE ADM. ROSCOE F. GOOD, UNITED STATES NAVY, 
DEPUTY CHIEF OF NAVAL OPERATIONS (LOGISTICS) ; AND VICE 
ADM. FRANCIS C. DENEBRINK, UNITED STATES NAVY, COM- 
MANDER, MILITARY SEA TRANSPORTATION SERVICE, DEPART- 
MENT OF THE NAVY 


The Cuamrman. You may proceed. 

Admiral Goon. Before I begin, Mr. Chairman, may I offer my 
apology for speaking out of turn. 

The Cuatrman. That is all right, Admiral. I apologize to you if 
I was rude. I am going to take the witnesses as they are listed and 
let them have what say they desire. 

Admiral Goop. I assure you that my only intention was to be 
helpful. 

The Cuatrman. We all understand our impetuous feelings on the 
spur of the moment. I appreciate that. 

Admiral Goop. My name is Roscoe F. Good. I am the Deputy 
Chief of Naval Operations for Logistics in the Office of the Chief of 
Naval Operations, Department of the Navy. 

The proposed legislation, H. R. 11122, being considered by the com- 
mittee today has been carefully reviewed by the Department of the 
Navy. Since the bill deals with amending certain provisions of 
section 11 of the Merchant Ship Sales Act of 1946, Public Law 321 
of the 79th Congress, I am prepared to testify with regard to the 
responsibilities of the Secretary of the Navy in preserving the integrity 
of the national defense reserve fleet established by the Merchant Ship 

Sales Act. 

The Department of the Navy vigorously supports the concept of 
inaintaining a national defense reserve fleet for purposes of national 
defenses. At the same time, national defense requirements would be 
most idealistically satisfied if our active privately operated peacetime 
merchant marine was of sufficient size quantitatively and qualitatively 
to accommodate defense mobilization needs. I have previously stated 
to committees of Congress that I consider the most valuable type 
merchant ship, from the viewpoint of national defense, to be that ship 
which is actively operating and returning a profit to its owners. Iam 
still of that opinion. 
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With this in mind, I have previously recommended that the Depart- 
ment of the Navy support and encourage, in principle, the proposed 
legislation, H. R. 11122. 

My study of the bill indicates that certain changes in the prenant 
provisions of the legislation should be strongly recommended for 
favorable consideration by this committee. I will enumerate br iefly 
the specific changes I have recommended and the Department of the 
Navy’s reasons therefor: 

(1) The Secretary of Commerce should be authorized to charter 
2 tankers to United States citizens, but the tankers so authorized 
for charter should neither be specified as to type, that is between 
T2-SE-A2 or T2-SE-A1, nor should they be specified by name. 

This change is recommended in order to incorporate sufficient 
flexibility in ‘the bill to meet the needs of prospective charters, and 
the requirements of national defense. The present inventory of the 
national defense reserve fleet includes 35 T2 tankers. This tanker 
pool is subject to continuous changes due to the influence of any of the 
following factors : 

(a) T Tankers may be received into the reserve fleet from United 
States citizens by authority of section 510 of the Merchant Marine Act, 
1936, as amended, This is the so-called trade-in-and-build program. 

(6) Tankers may be placed in the national defense reserve fleet by 
the Military Sea Transportation Service. 

(c) Tankers may be transferred to the Military Sea Transporta- 
tion Service from the national defense reserve fleet. 

In connection with those factors concerning the input or withdrawal 
of tankers by the MSTS, I feel it is relevant to point out that the MSTS 
has previously placed a total of 17 T2-SE—Az tankers in the national 
defense reserve fieet. These 17 ships were all former USNS tankers, 
which makes that title vest in the Navy Department, sir, which were 
overhauled by MSTS at a cost of approximately $9 million prepara- 
tory to placing them in the reserve fleet. These funds were expended 
and the overhauls accomplished in order that the ships would consti- 
tute a ready reserve, available on very short notice to meet logistic 
needs which cannot be met by commercial interests or to meet emergen- 
cy requirements of the Department of Defense under conditions short 
of full mobilization. The Department of the Navy recommends, there- 
fore, that the legislation provide that the tankers authorized for 
charter should neither be named nor specified by type, but rather that 
the determination of specific ships be resolved as a matter of agree- 
ment between the Maritime Administration and the charterer, at the 
time of charter, subject to the determination by the Secretary of the 
Navy, in each instance, that the proposed charter will not adversely 
affect the national defense. 

(2) The Department of the Navy should be given the opportunity 
9 approve or disapprove the plans for cargo decks to be constructed 

r for any other proposed conversion to the chartered tankers, based 
hie on the effect the proposed alterations might have on the defense 
characteristics of the vessels. 

(3) The Department of the Navy recommends that section 3 of the 
proposed bill be modified to permit the newly constructed tankers to 
be employed in other than the domestic coastwise trade when operated 
for the account of a department or agency of the United States. 
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(4) Finally, the Department of the Navy recommends that the legis- 
lation provide for the availability of the chartered vessels to the 
Department of Defense when required to meet emergency require- 
ments under conditions short of full mobilization. 

In summary, I should like to reiterate that the Department of the 
Navy supports the legislation in principle. In my opinion, the con- 
struction of up to 10 new cargo tankships of the size and speed pro- 
posed would ultimately result in upgr ading the quality of our tanker 
reserve available upon mobilization. Construction of these vessels in 
United States shipbuilding yards would materially aid in the main- 
tenance of a ready mobilization base of construction facilities and 
skills. 

That completes my statement, Mr. Chairman. 

The Carman. Thank you. 

Now, with respect to these tankers, they would be in the domestic 
trade, not in any foreign trade under this pr oposed bill, so that they 
would be just as avs ailable to the national defense in the domestic trade 
as they would in the James River in the reserve fleet; and more ready 
than they would be in the reserve fleet. Is that correct or incor rect 

Admiral Goop. That is correct. I think in general that ships in 
the coastwise trade could be taken over and made available. 

The Cuarrman. They are close ashore and, in any emergency, they 
are there and available to any of our port activities and the Navy 
and the national defense. 

Admiral Goop. Yes, Mr. Chairman. 

The Cuatrman. Therefore, the provisions in this bill for the char- 
tering of these tankers are different from just chartering a tanker to 
go: abroad, yonder, and anywhere; are they not ? 

Admiral Goop. Yes, sir; but I think there are two sets of circum- 
stances here that we should look at. If these ships are chartered by 
the Government to a private operator in the coastwise trade, they 
would, along with all the rest of our national shipping, become sub- 
ject to Gov ernment control on D-day in an all-out national emergency 
Under those circumstances those ships would be quite probably more 
quickly and more readily available. Now, if we talk about a situa- 
tion which is short of mobilization when we need tankers, then we 
have to go to the market for them, unless there is provision in this 
particul: w legislation that these Government-owned ships could be 
replaced in Government service by that direct authority. 

The Crarman. You must not overlook the fact that in this pro- 
posal the proponents are going to build 1 tanker for each 2 dry-cargo 
vessels traded in, so that in that respect you will be better off than 
you are today. Is that true or not? 

Admiral Goop. I am unable to pick up your thought exactly, Mr. 
Chairman. ) 

The Ciaran. You read the bill. For each two tankers that they 
are chartering, they are going to build a tanker, so that you have your 
tankers that you now have, ‘and you have additional tankers. 

Admiral Goop. That is correct, sir. 

The Cuarrman. So that you are the best off of anybody in the pro- 
visions of this bill, and what they asked here as an assistance to them 
results in a greater contribution to the national defense than you will 
get anywhere else; is that correct ? 

Admiral Goon. I think that is correct, sir. 
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The Cuarrman. That is, financially it is better than your building 
tankers yourselves, and it will help you in what you claim to be your 
situation today. You are setting up an emergency due to the fact 
that the rates are too high. That is the reason you are asking for 
these tankers to be broken out and put in the MSTS service. You 
want to break the market on rates, do you not ‘ 

Admiral Goop. No, sir. 

The CuairmMan. Let us be frank to each other. I am very fond of 
both of you distinguished men down there, but we must keep the 
record clear, you know. I am just as much in accord with trying to 

save the taxpayers’ money as you are, but if that is the reason given, 
you know that is the case. Have you some other reason? The Chair- 
man of the Board said that the reason you gave for setting up an 
emergency to requisition these tankers ‘from the reserve fleet was 
that the rates were too high. Have you some other statement to present 
as a reason for this emergency provision ¢ 

Admiral Goon. No, sir. As a matter of fact, I do not regard it as 
an emergency except to this extent: As the Deputy Chief of Naval 
Operations for Logistics 

The Cuarrman. And: a good one. 

Admiral Goop. It is my responsibility to see that the distribution 
of petroleum products for all of the military departments can be 
ace omplished through MSTS 

The Cuamman. Well, it can be accomplished today if you would 
pay the rates; can it not? 

Admiral Goon. That is the pattern which cannot be changed. 

The CuatrmMan. I say that you could accomplish that today if you 
would pay the going rate. 

Admiral Denrprink. No. 

The CHarrmMan. Have you put more ships in the Naval fleet recently ? 

Admiral Goop. No, sir; not recently. 

The Crarrman. What is the new requirement ? 

Admiral Goop. The requirement is that we are unable to charter 
ships to do our business. 

The Cratrman. On account of the price ? 

Admiral Goop. Not entirely, although price is a factor and I feel 
sure that this committee would be the first to jump on the Depart- 
ment of the Navy if we did business in such a way that we did not 
have a prudent regard for the taxpayers’ dollars. 

The Cuamman. I admire you for that, but everybody knows that 
the competitive market is very high today, and not only you are com- 
plaining about it but the individual shipper is complaining about it, 
the contract shipper. Now this gives you a way to get out, but the 
ordinary commercial shipper has no way to get out. 

Admiral Goop. This should have some benefit to him, 

The Cuatrman. It will help break the market; yes. 

Mr. Tollefson ? 

Mr. Totxierson. Did I understand you to say that you want these 
particular vessels made available to you in a period short of D-day, 
as you call it ? 

Admiral Goop. Right now. We need them now, sir. 

Mr. Totiterson. You need them right now because other tankers 
are not available to you, other charters are not available to you, other 
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charters are not available because they are busy elsewhere hauling oil 
for somebody else ? 

Admiral Goop. That seems to be it, sir. 

Mr. Totierson. The only way you could get them would be to out- 
bid somebody else, then ? 

Admiral Goop. That is correct, sir, and we are not sure that we 
could get them then. 

This is not a quick situation, Mr. Chairman. 

Mr. Boyxrn. This is not what? 

Admiral Goop. This is not a thing that grew up over night. There 
seems to be some belief here that the Navy asked for these 10 tankers 
after the legislation had been introduced in order to scuttle it. I 
give you my word of honor that is not true. We have been in difficulty 
on the chartering. 

The Cuatrman. Admiral, I will have to interrupt you. The com- 
mittee will have to recess until 2:15. Would that be convenient to you, 
Admiral, or would you rather have some other time ? 

Admiral Goon. Yes, sir. 

The CuatrmMan. The committee will recess until 2: 15. 

(Whereupon, at 12:10 p. m., a recess was taken until 2:15 p. m., 
this same day.) 

AFTERNOON SESSION 


The CuHarrmMan. The committee will come to order. 

Had you finished your general statement, Admiral Good ? 

Admiral Goon. Yes, Mr. Chairman. 

The Cuatrman. Are there any questions? 

Mr. Totierson. I have asked several questions already. There are 
1 or 2 more. 

In your statement you suggest that your department should have 
the right to determine the acceptability of the superstructure. The 
thought occurred to me: Is that superstructure going to interfere with 
the loading or unloading of oil? 

Admiral Goon. No, sir. 

Mr. Totterson. What particular interest would the Navy have in 
the superstructure outside of that? 

Admiral Goon. Mostly technical, Mr. Tollefson. We would want 
to check the stability of the ship with the deck on. In other words, we 
would be interested in the weight of the deck itself and the cargo it 
was to carry. 

Mr. Tortrrson. Can you imagine any use that the Navy could put 
that superstructure to if you took the operation of the ship over in 
the event of an emergency ? 

Admiral Goon. I think we invented this deck that we are talking 
about. We used them on our own tankers all during the war, sir. 

Mr. Totierson. Oh, you did? 

Admiral Goon. Yes, sir; mostly to freight aircraft for the Air 

Force. It does not interfere with the operation of the ship as a 
tanker. It does reduce the amount of oil that the ship can carry at 
any one time by the weight of the deck and cargo, but that is acceptable. 
I think at a time, say, 5 years from now when these charterers have 
built their new ships and returned these T2’s to the reserve fleet, I 
would consider the returned T2 a better ship than it is today from 
the full mobilization point of view. 
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Mr. Totuerson. That is all I have, Mr. Chairman. 

The CuatrmMan. Mr. Robeson. 

Mr. Rogerson. No questions. 

The CHatrman. Mr. Allen. 

Mr. Auten. Admiral, your last statement is one which I would like 
to follow up a little bit, that you consider the ships better when they 
come back than they are at the present time. To evaluate this pro- 
gram and figure out what, if any, concession we should make to the 
proposed — rators it is rather helpful to know, if we can, what the 
increased value might be. I don’t know how you would express it, 
whether in ace or in any other way, but can you give us any idea of 
what the increased value would amount to either in time or the avail- 
ability of the ship or the saving of material at the time that you have 
to use it, or in c: any way you can state it. 

Admiral Goop. That is a very difficult question for me too in terms 
of dollars, but perhaps in less tangibles I could speak to it. The deck 
would be worth considerable from the standpoint of military useful- 
ness. I am quite sure if we had another war we would require the 
ability to transport freight of this kind as a dividend. It is almost a 
dividend when you can ‘haul other things in the tanker as well as oil 
at the same time. There would be considerable military virtue in such 
a ship. 

As to time, I think it would probably take 3 or 4 months to put 
decks on tankers which did not have them if we had a quick demand 
for that sort of thing. 

The first decks of this kind which we used during the war called 
Mechano decks because to get them in a hurry—we actually put them 
together and they looked like these things that kids build up with 
Mechano tovs, which they play with. 

I believe that the Maritime Administration would be in much bet- 
ter position to place a dollar figure on what might be the residual 

value of the deck itself. I have heard talk here this morning that you 
could write it off at 20 percent a year for 5 years. Dollarwise that 
takes it out of the picture, but actually the deck would still be worth 
something. : 

Mr. Atien. Thank you, sir. 

The Cuairman. Mr. Van Pelt. 

Mr. Van Petr. No questions. 

Mr. Mariiarp. No questions. 

The CHatrmMan. Mr. Pelly. 

Mr. Petuiy. No questions. 

The Cuarrman. Counsel? 

Mr. Drewry. Admiral, do you have any idea how many of the 
other ships, other T2’s in the fleet, are due for a special survey ? 

Admiral Goop. No; I don’t. That is a question which I think the 
Maritime Administration could answer, too. 

Mr. Drewry. That is where the big question of cost of repairing 
and putting them into operation comes in; isn’t it? As they reach 
their third and fourth special survey that is when the big cost for 
putting them into class arises. 

Admiral Goop. I would think that is true, sir, although my experi- 
ence with merchant ships doesn’t run to a detailed answer in connec- 
tion with that. In our fleet orders I know around 12 to 15 years is 
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the time when the maintenance cost takes a sudden jump over what it 
had been up to that time. 

Mr. Drewry. If you don’t have to have your vessels in class why 
couldn’t the same purpose be accomplished by your using the other 
T2’s than those named in this bill ? 

Admiral Goop. The expression “in class” is perhaps descriptive of 
the condition the ship is in. Habitually we keep our ships in better 
condition than the ones that are in class. Of the former MSTS 
tankers that are now in the national defense reserve fleet, all of them 
are overhauled at Department of Defense expense before they went 
into the reserve fleet and each one of them by American Bureau of 
Shipping and Coast Guard rules is in class as of today. 

Mr. Drewry. Those 17 were formerly ships of the operating 
nucleus fleet ? 

Admiral Goop. That is correct. We held title to them for about 
8 years. 

Mr. Drewry. So your problem here is to hang on to those ships? 

Admiral Goon. It is more than just that. We have to be able to 
meet going requirements and certain unexpected requirements on 
short notice, and the reason we spent the appropriated money that 
was spent, as it has been described here, to put these ships in class 
and lay them up in good condition was so that we would get them 
out and put them to work on 20 to 30 days’ notice any time we had to. 

Mr. Drewry. What I am getting at is that there was an agreement 
signed between the Department of Defense and the Department of 
Commerce in August 1954 which contained this provision: 

Ships of the MSTS operating nucleus fleet which are replaced or no longer 
required by MSTS will be placed in the national defense reserve fleet for 
preservation and would be available to MSTS for use in an emergency. 

Admiral Goop. Yes. 

Mr. Drewry. That brings up the question of what is the emergency 
that we have today and how long will it last. 

Admiral Goon. I wouldn’t class it as an emergency, but as a going 
operational necessity. With the committee’s permission, I would like 
to ask Admiral Denebrink to speak to that point. I mentioned this 
morning this is not a thing which settled upon us suddenly. The 
inability to obtain sufficient tankers from the commercial market at 
what has been defined by the Department of Commerce as fair and 
reasonable rates has been a growing problem for many months. 
Admiral Denebrink is prepared to speak to that to recount in detail 
vhat has happened and what the rates are today and what they have 
been in recent months. 

The CruatrmMan. Before he does that, how many ships are there in 
the reserve fleet that you have had in MSTS 

Admiral Goopv. The total number of om tankers in the national 
defense reserve fleet, sir. is 35. 

The CHamman. I mean the ones that you have used in MSTS and 
returned to the fleet. 

_ lmiral Goop. Seventeen, sir. 

The Cnamman. These 17 are the only ones you have used ? 

Admiral Goop. These 17; yes, sir. In 1947 we withdrew 55. 

The Cuarrman. When did you return those to the fleet ? 

Admiral Goop. We still have them, the difference between the 55 
and the 18, sir. 
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The Cuarrman. How many tankers do you operate now ? 

Admiral Goop (to Admiral Denebrink). How many would that. be é 

Admiral Denesrrnx. Mr. Chairman, I haven’t a prepared state- 
ment here, but I think most of the questions that I have listened to 
this morning I have covered rather fully in some notes which might 
serve to illuminate this question. 

The CxHamman. How many tankers have you in the MSTS service 
now ¢ 

Admiral Deneprink. | have 30 now. 

The Cuairman. This would make an additional 17 ? 

Admiral Denreprink. Yes, sir. 

The CHarrMan. Forty-seven. 

Admiral DENEBRINK. Yes, sir. 

The Cuarrman. What is the normal requirement of the Navy in 
peacetime / 

Admiral Denrsrink. The normal requirement varies. 

The Cuatrman. To assist the commercial fleet. 

Admiral Denesrink. On the average we have had to employ all 
of our tankers plus an average of about 24 privately owned tankers 
per month, over the years. 

Admiral Goopv. To balance your numbers, Mr. Chairman, against 
the 55 that were taken in 1947, 30 are still in the MSTS nucleus fleet, 
17 are in the national defense reserve fleet, 8 which were militarized 
are in the United States Navy Reserve Fleet, completely in mothballs, 
the same as combatant ships would be. 

The Cuatrman. They were war-built tankers ? 

Admiral DenEsRInK. Yes, sir. 

The Cuarrman. Which have not been returned ? 

Admiral Denrprink. They have not been returned to the national 
defense. 

The CHatrman. The Navy holds them themselves ? 

Admiral Denrprink. Eight. 

The Cuatrman. Why don’t you break those out ? 

Admiral Denrprink. It is too expensive, sir. You see, they are 
in mothballs, dehumidified. 

The Cuatrman. There are no other tankers that the MSTS has 
used that are now in the reserve fleet ? 

Admiral Goon. No, sir; with the possible exception of commercial 
charters, some of the rest of these 35, which were traded in under the 
trade-in and build law may have been chartered by MSTS at some 
time or other from their private owners. They have not been Navy 
operated. 

The Cuamman. That generally concludes the testimony ? 

Mr. 'TottErsox. Would it be too great an expense for you to use the 
other 18 in the reserve fleet rather than the 17 you have asked for ? 

Admiral Goop. Actually, sir, I think we are talking about where 
within the appropriation structure of the Government the money 
should come from. The 17 in the reserve fleet which are already re- 
paired and ready to go again were repaired with funds appropriated 
to the military department, the Army part of it, the Navy part of it, 
and the Air Force part of it. As I understand the legislation which is 
under consideration today if a private operator wanted ships out of 
the national defense reserve fleet, they would have to be placed in class 
at Government expense at the time the charter became effective. The 
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money, the Government funds which would be devoted to that job 
would be Commerce or Maritime Administration appropriations. It 
would still be taxpayers’ money, but it would be money which had been 
appropriated to the Department of Commerce rather than to the 
Department of Defense or any part of the Department of Defense. 

Mr. Totierson. Then suppose the Department of Commerce put 
those 18 in class for you, assuming you could use 18, how would you 
feel then? Would you still prefer the 17? 

Admiral Goon. Yes, sir; because of the difference in speed. 

Mr. Totterson. How about capacity ? 

Admiral Goon. They are about the same. 

The Cuatrman. What does speed mean to you right now? You 
just want to get the cargo there. That is all, isn’t it? 

I understand speed in wartime and emergency, but right now with 
normal naval operations what difference is speed ? 

Admiral Goop. It takes more ships to haul the same amount of oil 
in the s: ame length of time, sir. 

The Cuarrman. Of course that is true. There is no crying need for 
naval cargo to get to any particular place at a certain hour, is there? 

Admiral Goop. May I answer it this way, sir. You could run the 
service with 14-knot ships provided you had enough of them and could 
schedule ahead of time. It would be more expensive. 

Mr. Totierson. In other words, assuming that the 18 were put in 
class at Commerce Department expense, I take it from what you say 
that it would cost more to operate them to carry the same amount t of 
oil within the same amount of time than the 17. 

Admiral Goop. Yes, sir. 

Mr. Totierson. Is there a rate spread in cost ? 

Admiral Goop. I can’t answer that factually, sir. It would be in- 
fluenced by the routes, the turnaround facilities at destination, and 
everything else. There is another point, though, and that is that our 
need for tankers is immediate. We don’t have enough to move the oil 
that has to be moved in the next 2 months now. 

Mr. Totierson. What is the speed of the 17 that you have asked for ? 

Admiral Goon. It is a little over 16 knots, sir. 

Mr. Totterson. What about the other 18? 

Admiral Goop. About 1414. 

Mr. Totzerson. That is all, Mr. Chairman. 

The Cuarrman. How much do you pay in charter hire to the Mari- 
time Commission ? 

Admiral Goop. We don’t pay charter hire to the Maritime Admin- 
istration. 

The Cuarrman. You don’t pay anything? 

Admiral Goon. No, sir. We take title to the ships when they are 
transferred into the Navy. 

The Crarrman. You are so concerned about the cost in your budget. 
You just get this for nothing. You don’t have to show anything i in 
your budget for this. 

Admiral Goop. We have already paid for it, sir. 

The Cuamman. You paid for the building of these ships? 

Admiral Goop. No, sir; but we paid for the repairs. 

The Cuarrman. How long did you use them after you repaired 
them ? 
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Admiral Goon. Not at all. They were placed in the reserve fleet 
direct from overhaul, if I remember correctly. 

The CuatrmMan. They haven’t been used since then ? 

Admiral Goop. They haven’t been used by anyone since then. That 

yas the purpose of the overhaul. 

The Cuairman. How much did it cost you to repair them? 

Admiral Goop. The total bill was $9 million, of which not all went 
against these 17. 

The Cuatrman. That is what Iam talking about. What is the cost 
of these 17? 

Admiral Goop. Can you submit that figure, Admiral Denebrink? 

Admiral Deneprink. | think $9 million is a good estimate. 

The CHarrman. | don’t want an estimate. He said a total of $9 
million went against these ships, and you say it wasn’t against these 
ships. 

Admiral Denreprink. The figures that I have indicate that—— 

The Cuatrman. I am not talking about the figures you have. Iam 
talking about what it actually cost. 

Admiral Denxxprink. The figures I have, Mr. Bonner, are the 
actual figures of the cost. 

The Cuarrman. Thatis what I want to hear. 

Admiral Denrsrrnk. For the 17 ships in question which I have 
listed here we spent $1,528,000 for their preinactivation overhaul. 
We spent $682,000 to inactivate them after they were overhauled. In 
addition to that, we spent $1,190,000 degaussiny the ships because these 

ships have special military characteristics that the other 17 ships 
do not have. We spent $196,000 gaging these ships to determine the 
condition of their structural strength and their longitudinal readiness. 
We spent $2,217,000 on the structural renewal of 7 of the 17 ships. 
“The Mechano” decks with which these ships are equipped, something 
which these 17 have and which the others do not have, amounts to 
$1,607,000. These 17 ships have special evaporators that give us 
12,000 gallons per day capacity, and that cost $1,020,000. We have 
made structural improvements in these ships to the tune of $455,000. 
We have put defensive equipment on 5 of those ships at a cost of 
$1,364,000. 

The total cost is around $9,457,500. 

These ships are entirely different from the 18 ships, the others that 
are in the national defense reserve fleet, because these ships are in 
the custody of the Navy Department and te ‘mporarily put in the na- 
tionaal defense reserve fleet, whereas the other 18 vessels have never 
been in the custody of the Navy Department. 

The Cuamman, Are there other questions ? 

Mr. Marin1arp. Admiral, I gather from your testimony that because 
of the money you have expended on these ships you really consider 
them as Navy property and subject to call by you to meet extraordinary 
demands, and they are not really in the national reserve defense fleet 
in the ordinary sense at all, according to your interpretation. 

Admiral Deneprtnk. When the inactivation of our tankers took 
place the first eight of the tankers were put in the Navy reserv > fleet. 
At that time the expressed view of the Maritime Commission was that 
any vessels which were in the custody of the Navy, which were laid up 
in the national defense reserve fleet, were not necessarily available for 
return to Navy custody. I regard the improved relationship which 
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exists between the Maritime Administration and the Navy as one 
of the accomplishments that Admiral Good and I have participated in. 
When it came time to rewrite the joint memorandum of agreement 
between the Department of Defense and the Department ‘of Com- 

nerce—it was signed in 1954, but it took several months to rewrite 
it—the present Under Secret: iry of Commerce for Transportation, 
Mr. Rothschild, said that he would retract the letter which he had 
written stating that these vessels were not necessarily available for 
return to the Nav y, and that is the reason that this clause was put in 
the joint memorandum of agreement, that the ships of the MSTS 
operating nucleus fleet w hich are replaced or no longer required by 


MSTS will be placed in the national defense reserve fleet for preserva- 


tion and would be available to MSTS for use in an emergency. 

Once that clause was put in the joint memorandum of agreement, 
we commenced placing our ships in the national defense reserve fleet 
because we could put them in there easier, maintain them che: aper, and 
they would be more quickly available for activation when they were 
needed. 

I consider that these ships, because of this wording, are earmarked 
for MSTS and are to be called for by MSTS when they are needed 
and that they will be available when we indicate that our need is real 
and genuine. 

Mr. Marurtarp. Do you pay anything for keeping them in the na- 
tional defense reserve fleet ? 

Admiral Denreprink. My recollection is that we do not. 

Mr. Mamiarp. I am certainly surprised at the point of whose ap- 
propriated funds were being used. It seems to me if you were being 
equitable about this you ought to be paying Commerce for taking care 
of them for you. 

Admiral Denesrrnk. There are all sorts of ways of adding up 
where the money comes from, but these ships are put in there and we 
pay to overhaul them, we pay all the costs of inactivating them, we 
pay to tow them down to the layup vard. When they are broken out 
again we pay for the activation of them, the drydocking, and every- 
thing like that. 

Mr. Martiiiarp. You make a point out of what you pay, but what 
about what you don’t pay? In other words, Maritime is incurring 
some expense in maintaining these ships, and yet they are not avail- 
able for Maritime’s purpose according to your interpretation of that 
memorandum. 

Admiral Denreprink. That is correct. The wording is very clear 
to me when we need them if we put in a demand for them, if that 
demand is genuine, we get them. 

Mr. Matiutarp. That is all, Mr. Chairman. 

The Cramman. Any further questions ? 

Mr. Arten. Admiral, if you did get these ships back you said you 
would take title. Then would that mean they would become USNS 
ships again, to be manned by civilians? 

Admiral Goon. It is my understanding that they would become 
USNS ships again manned by civilian crews. 

Mr. Auten. It would be unlikely I take it that you would want more 
transfer back to the laid-up fleet ? 

Admiral Goop. We might. 





aoe et neil Da 





ne 
n. 
nt 
n- 


n, 
id 
Or 
in 


Te) 


a- 


't, 
et 
id 


re 


G2= 


SALE OF CHARTERS AND CONSTRUCTION OF VESSELS 45 


Admiral Denepsrtnk. If I may interject there, I don’t differ with 
Admiral Good here, but I think the use of the word “title” is not a 
good word. I think “custody” is a better word. I believe all of these 
ships are the property of the United States Government. When these 
55 T2 tankers were turned over to the Navy in 1947 and 1948, it 
was done by the President of the United States, who transferred 
custody of them to the Navy Department. I believe title always re- 
mains in the United States Government, if I may make that distinc- 
tion. 

Admiral Goop. That is correct, sir. I used the word “title” loosely 
in what I said. 

Mr. Auten. I understood that between departments there seems to 
be a special meaning for “title.” It seems to me that the reasoning 
in the back of the Navy’s mind could be that when you release custody 
there is suflicient uncertainty as to regaining it as to make it doubtful 
whether you should put the ships in repair en Navy funds before 
releasing custody. 

Admiral Goon. We have to have a quickly available reserve, sir, 
and if we don’t put the ships in shape to run again before we lay 
them up, then these ships would be no better asset than the remainder 
of the ones in the reserve fleet. 

Mr. Aten. If there is a relatively cheap way for the Government 
as a whole maintaining the ships, I dislike to see any relationships 
between the departments keep you away from doing the job as che: aply 
as possible. It seems to me there is a problem of that sort involved in 
this situation. 

Admiral Goon. The costs that Mr. Mailliard was talking about here 
are relatively minor and would be extremely difficult to isolate. If 
there are already 200 ships in the national defense reserve fleet berth- 
ing area and you add 2 or 3 ships to that particular berthing area, 
you don’t of necessity increase the cost of police and fire protection, 
theft, and that sort of thing. So it would be a very difficult thing to 
determine exactly what the increased cost is in the first place, and 
the total amount of it is not large. 

Mr. Atien. Thank you. 

The Crarrman. Admiral, do you have contracts with private owners 
which are about to expire ? 

Admiral Goop. Do we have contracts now with private owners 
that are about to expire ? 

Mr. ALLEN. Yes. 

Admiral Goon. I will have to ask Admiral Denebrink to answer 
that, sir. 

Admiral Denesrink. Mr. Chairman, could I go back a little bit—— 

The Cuarrman. No. I would just like you to answer the question. 

Admiral Denrsrink. All right, sir. Our charters for private 
tankers are of several categories. We use the tankers which we have 
in our nucleus fleet all the time. We augment them as necessary in 
order to meet the total requirements that are placed upon— 

The Cuarrman. I am just asking you the question: Have you some 
charters which are about to expire 4 

Admiral Denesrtnk. We have charters that expire every month 
because we have charters that expire 

The Cuatrman. These charters are expiring all the time? 
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Admiral Deneprinx. All the time. 

The Carman. You are going to let those charters go and take 
these ships to fill up their places 

Admiral Denrsrink. We have to let them go because we are under 
contract to have some ships only for one voyage, other ships we have 
for several voyages 

The Cuarrman. You could renew the charter. 

Admiral Denesrtnx. No; 1 could not. I am not able to. 

The Crarman. What do you mean, you are not able to? 

Admiral Denrsrtnk. I contract for a ship for a single voyage 
or I may contract for a ship for a succession of voyages, or I have 
been contracting for ships for a period of time, up to 1 year in dura 
tion. Once the charter expires I cannot hang onto that ship, but 
must release it, and I must obtain the same ship or some other ship 
by another contract. 

“The Cuarrman. You can renegotiate the charter just as you 
originally did it, can’t you 4 

Admiral Denrerrtnk. No, sir. I can’t negotiate the same charter, 
sir. J go out and invite bids for the ships that I need. 

The Cuatmman. Where are these charterers going to do business if 

you let them go? 
* Admiral Drnesrtnk. They go to private companies. Some of 
these ships have been put in the grain trade. Some of these ships are 
no longer available because they have been turned in under Trade-in 
and Build Act. 

The Cuatrrman. Have all of the ones that are about to expire been 
chartered to somebody else ¢ 

Admiral Denrrrink. I would not know that, sir. I would not 
know whether they have been chartered. 

The Cuarrman. Are there any other questions? 

Thank you very much, gentlemen. 

We will have to recess. Suppose we recess for 30 minutes so we 
can answer this vote. That is all for you gentlemen, thank you 
very much. 

The next witness we will hear from is a representative of the 
Luckenbach Steamship Co. 

( Brief recess. ) 

The Cuarrman. The committee will come to order. I want the 
record to show immediately after the testimony of Admiral Good and 
\dmiral Denebrink that this bill was introduced May 9 and their 
letter requesting the identical ships that are in this bill is dated May 22. 

The next witness is Mr. Kominers, representing the Luckenbach 
Steamship Co. Do you havea prepared statement ¢ 





STATEMENT OF ODEL KOMINERS, ATTORNEY, REPRESENTING THE 
LUCKENBACH STEAMSHIP CO. 


Mr. Komrners. Mr. Chairman, I do not have a prepared statement. 

The Cuarmman. That is all right. 

Mr. Kominers. My name is Odel Kominers. I am an attorney 
at law practicing in Washington. My firm represents the Luckenbach 
Steamship Co., and I appear here today because Mr. James Sinclair, 
the president of the company, is out of the country. 
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Luckenbach’s position is that it does not oppose the purpose of H. R. 
11122. It suggests to the committee that a clarifying amendment 
be added to the legislation so that the legislation ‘annot be used 
for a purpose other than the one Luckenbach understands to be the 
motivating factor in its introduction and in its consideration. 

But first a word as to Luckenbach. The company, as I am cer- 
tain the members of this committee know, is one of the real old lines 
in the intercoastal trade. It has maintained a common carrier serv- 
ice in that trade for upward of 50 years. At the present time it em- 
ploys in a regular service 8 C3’s and 2 C4’s. With these 10 liner 
C-type vessels it affords a minimum of a w eekly service between the 
principal ports of the Pacific coast and the ports of Boston, New York, 
and Philadelphia on the Atlantic coast. That basic service is aug- 
mented by so-called extra sailings made with four C2 type vessels 
which are operated in the trade as traffic conditions justify. 

The company has not found sufficient cargo offering to warrant 
the continued employment of the four C2’s on a regular basis. How- 
ever, as I earlier stated, the 10 ships, the 8 C3’s and the 2 C4’s are 
operated regularly. 

Our difficulty arises because there is no precise definition of the 
word “coastwise” in the bill which is presently before the committee. 
It is our underst: ap that the Pan Atlantic Steamship Co. does 
not intend to operate any chartered tankers in the intercoastal trade. 
We are less oe as to whether it proposes to reinaugurate what I 
shall refer to as the Morgan Line route. That route was a prewar 
operation of the Southern Pacific Railroad in which intercoastal cargo 
was brought from the Pacific coast to a gulf port by rail and carried 
from the eulf port to the North Atlantic ports by vessels owned by the 

railroads. A similar service was offered in the westbound direction. 

Even though these tankers to be chartered presumably among others 
to the Pan Atlantic Steamship Co. should not physically be operated 
in the intercoastal trade, it would be possible for a new intercoastal 
service to be inaugurated by having these containers put over the road 
on flatbed trucks. from, say, Houston or Galveston, to Los Angeles, 

San Francisco, and other Pacific coast ports. 

Our position is, I think, a simple and we hope a sound one. We are 
not here arguing whether or not Pan Atlantic Ste: umship Co. or any 
one else should be permitted to do that. We say the Congress a" 
decide on the basis of all the facts whether any such service, if it is 
proposed, is worth supporting as against the established cicineadti 
lines. 

We do say that if Pan Atlantic or any one else proposes such a 
service they should be forthright and state it so that this committee 
can reach the value judgment of which I spoke. If they do not in- 
tend it, there should be no objection whatsoever to an amendment 
which would make it impossible. 

The amendment which we propose and support is perhaps a little 
unusual in its language. I gave Mr. Drewry copies of them earlier 
and asked him please to make them available to members of 
committee. 

We draw a line at longitude 110° west, which runs through the 
eastern part of Arkansas. We say that these vessels which 
to be chartered under H. R. 11122 shall not operate and shall 
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are 
not 
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carry cargo which is moved from one side of that line to the other 
side of that line. That would permit these vessels to be used to cargo 
in whole or in part between any 2 points east roughly of a line 
through Arkansas or between any 2 points west of that line, but it 
would effectively prevent the vessel’s carriage of cargo or use for a 
through movement where the cargo tr: ansits longitude 110° west. 

My next position is directed to the suggested amendments Mr. 
Morse proposed this morning. His suggestions would make as pre- 
cise against our position the use or possible use of these vessels in the 
intercoastal trade as our amendment does to prohibit their being used 
in that trade. I am certain that the steamship industry gener ally did 
not view this bill as one to permit general chartering in any of the 
domestic trades. It was considered one more or less for the develop- 
ment or assistance of a containership in a coastwise trade, whether 
that be along the Atlantic or gulf coasts or the Pacific coast. 

I think that the carriers which operate to Puerto Rico, to Hawaii, 
and to Alaska would all wish to be heard had they known that Mr. 
Morse’s recommendations would have been made. 

I suggest that if those problems are to be given serious considera- 
tion by the committee, notice to the industry “be forthe ‘coming so that 
those who have a view, whether for or against, would have ample 
opportunity to express it. 

if you gentlemen have any questions I would be happy to respond 
to them. 

The CuatrmMan. That concludes your statement ? 

Mr. Konuners. It does, sir. 

The CuHatrman. Do you see anything in this bill which would pro- 
hibit Luckenbach from going into the same business ? 

Mr. Kominers. There is nothing i in the law, sir, but as a practical 
matter they have an investment of roughly $20 million in their present 
fleet. ‘That investment was made under the provisions of the Ship 
Sales Act, which I am certain the American Merchant Marine Insti- 
tute would be more competent to discuss than I in its present context, 
but my recollection is that the general understanding between the 
Congress and the industry was that no additional vessels would be 
sold to in effect break the private market of those who had purchased 
vessels. That was why in, I think, 1949 the sales authority of the 
Federal Maritime Board expired. 

We think these are still excellent vessels. 

The Cnarrman. A limitation was put on sales. 

Mr. Komrners. That was a prime reason, as I recall it, sir. My 
recollection is that the hearings were fairly 

The CuairmMan. Suppose Luckenbach would like to go in this busi- 
ness; would your testimony still hold ? 

Mr. Kominers. It would. 

The CHatrman. Suppose they hauled on the Pacific coast, not only 
on the Atlantic / 

Mr. Komriners. Luckenbach would not propose to go into this busi- 
ness with tankers having a meccano deck. There is not the sub- 
stantial movement of petroleum in refined or crude form from the 
Pacific coast to the Atlantic or from the Atlantic to the Pacific coast 
as there is from the gulf to the North Atlantic. Our prime concern, 
sir, is that in the expectation of assisting an Atlantic coastwise trade, 
this committee or the Congress generally does not place an additional 
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competitor in the intercoastal trade without knowing that they are 
doing that. 

The Cuamman. The competition in the coastal trade has been on 
a steady decrease for the last 10 years, has it not ? 

Mr. Komrners. I call your attention, sir, to the fact 

The CuHairman. Has it or hasn’t it? 

Mr. Komrners. We are the only common carrier of commodities 
generally in both directions at the present time. Pan Atlantic has 
the authority, but they are only running two ships on a monthly 
frequency, whereas 

The Cuarrman. Formerly there were more carriers. 

Mr. iceman: "That is right. Pan Atlantic seems to have found 
more profitable offshore employment for their owned C2’s. We would 
not like to have their owned C2’s which are offshore replaced with mec- 
cano deck tankers which compete with us. We think that is a fairly 
reasonable position. 

The Cuamman. Mr. Tollefson? 

Mr. Totierson. Where would this line run with respect to ports 
on the gulf? 

Mr. Komrners. It would be west of every gulf port. I chose it for 
that purpose, and I would be willing to accept any other line which 
would in any way suit the convenience of Pan Atlantic better than this 
one. 

Mr. Totterson. You people do not have Government assistance of 
any kind ¢ 

Mr. Komrners. None whatsoever, except to the extent that we and 
all other American steamship operators purchase vessels under the 
provisions of the Merchant Ship Sales Act. Some people think that 
that was Government assistance. Others do not. 

Mr. Totterson. Others than that. 

Mr. Kominers. None whatsoever, sir. 

Mr. Totierson. That is all, Mr. Chairman. 

The Cuamman. Mr. Allen? 

Mr. Boykin ¢ 

Thank you, Mr. Kominers. 

Mr. Komtners. Thank you very much. 

The Cuarrman. The next witness is Mr. Rice. 

You may proceed, sir. 








STATEMENT OF ALBERT E. RICE, COUNSEL, AMERICAN MERCHANT 
MARINE INSTITUTE 


Mr. Rice. Mr. Chairman and members of the committee, my name 
is Albert E. Rice. I am counsel of the American Merchant Marine 
Institute, Inc., a trade organization comprised of the majority of 
American-flag steamship companies operating all types of vessels 
in the foreign and domestic trades. 

Our statement today on H. R. 11122 will be directed mainly at its 
impact upon the tanker industry but, from a far more general 
viewpoint, we are greatly concerned by the consideration of legisla- 
tion which is so limited in scope as to be available, from all practical 
standpoints, to one company alone. 

At the very outset I would like to emphasize that we are not opposed 
to legislation reasonably designed to assist the aedaunioimeand of our 
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coastal and intercoastal trades. We believe Congress has a positive 
obligation with respect to such legislation. 

Nevertheless, we are opposed to this bill on the following grounds: 

It is “special” legislation designed for the benefit of a single 
organization, which, through hidden subsidies, would be able to op- 
erate with a tremendous advantage over companies financed and op- 
el rated by private capital. 

. It reverses the wise policy of the Ship Sales Act to keep Govern- 
ment-owned tankers in the reserve fleet available for an emergency but 
not in competition with vessels privately owned and oper rated; and 
overturns the principle inherent in the Trade-in and Build Act that old 
vessels should be retired and held in the defense reserve ready for an 
urgent Government need. 

H. R. 11122 has been proposed as a program for the benefit of the 
domestic dry cargo trade and to encourage the construction of new 
vessels. In the light of an analysis of total carriage available on the 
type of dual-purpose vessel proposed, it is obvious that the program 
will have a relatively minor, although not unimportant, effect in the 
dry cargo field as compared to the tremendous impact upon the tanker 
industry. The very desirable objective of the construction of more 
new vessels must, therefore, be considered primarily in the light of the 
effect it will have upon tanker companies and the availability to them 
of the substantial financial inducements to construct new vessels. 

It is hardly necessary to call attention to the provisions of this bill 
which stamp it as “special” legislation designed and tailored for the 
benefit of one company. The requirement that the chartered vessels, 
and those to be constructed, shall be fitted with an upper deck suitable 
for the carriage of cargo containers in the coastwise trade substantially 
eliminates those now in the tanker business from any participation 
under the bill. In the first place, operation of the vessels would re- 
quire a certificate of convenience ¢ and nec essity. In order to qualify, 
a tanker company would have to go either through the costly, long 
drawn-out and precarious procedure of applying for a certificate or 
seek to obtain, through some arrangement, the benefits of the com- 
paratively few existing certificates. As a practical matter, therefore 
it is doubtful if any t: anker company could qualify. 

Another special limitation in the bill is found in the provision for 
trade-in of dry-cargo vessels against the construction of new ships. 
This would eliminate tanker owners from qualification because, except 
for isolated instances, they would have no dry-cargo vessels to trade. 

There is no question but that the proposed financ cial inducements in 
the bill are very considerable. . In fact they appear to be more propor- 
tionately than Congress has granted previously to any class of com- 
panies let alone any one organization. 

First, all the costs of placing a tanker eligible for charter in good 
operating condition, inc ‘luding class, will be : assumed by the Govern- 
ment. This is not an extraordinary provision, but is an item which 
must be considered in assessing the value of the program. 

Secondly, and most importantly, the charter rate of the tankers 
from the reserve fieet will be 15 percent of the depreciated Ship Sales 
Act price. Let us see what this means. A T2-SE-A1 tanker built in 
1943 and sold under the Ship Sales Act, would have a value depreciated 
to March 8, 1956, of approximately $720,000. Depreciation on this 
vessel would be approximately $101,000 a year. A similar tanker 
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built in 1944 would have a depreciated value of around $822,000, as of 
March 8, 1956. 

In the case of the 1943 vessel, the charter rate under H. R. 11122 
would be about $105,000 a year and in the case of the 1944 vessel about 
$120,000. Although no established bareboat chartering market exists 
presently, it is the consensus of the industry that no operator today 
would bareboat charter a T2-SE-At1 tanker for less than $400,000 a 
year. Some estimates are considerably higher. 

Accordingly, a charter under the terms of this bill would mean a 
benefit of about $300,000 a year per ship or $1,500,000 over the term 
of the charter. In the case of 20 tankers this would be a Government 
grant of $30 million. I think it is clear that a privileged operator who 
could qualify under the bill would have an insurmountable advantage 
over others who were operating vessels privately purchased or who 
were forced to charter at the market to meet their commitments. 

In the third place, the provision allowing a credit for trade-in based 
upon the value of a sale for foreign-flag operation gives another very 
substantial aid toward the cost of new construction. Although we 
ner this is a proper credit, Congress has never before given a 

nandate that this foreign sale value shall apply in the case of tr ade-ins. 
Those companies which built vessels at the request of the Government 
just prior to or during the early days of World War IT ultimately 
received under an inter pr etation of section 510 a trade-in value ap- 
proximately the American market price, which was considerably less 
than the foreign price. 

Under the Trade-in and Build Act of 1954 the trade-in value was 
fixed at the depreciated ship sales price. Let us consider the actual 
benefit which is provided by H. R. 11122 in granting a new measure 
of trade-in value to the single applicant who could qualify there- 
under. It is our understanding that tankers traded in under the 
1954 act had a depreciated ship sales value, including betterments, of 
approximately $900,000. it sold in the foreign market today such a 
vessel would bring about $2 million. In the case of a C-2 dry-cargo 
vessel the average depreciated ship sales value would be approxi- 
mately $525,000, but the value on the foreign market would probably 
be about $1,500,000. An applicant under H. R. 11122 would receive 
in the neighborhood of $1 million more than Congress has previously 
fixed as the value of a trade-in. 

We do not quarrel with a decision by Congress that the foreign 
sales price is a fair measure of the value of a trade-in when the ques- 
tion of new vessel construction is involved. We point out, however, 
that this substantial privilege has not been given generally to the 
maritime industry, and under this bill it will be given to one or- 
ganization only. It is unnecessary to point out that this difference in 
treatment does result in a discrimination against those who acted under 
the Trade-in and Build Act which must be justified by current cireum- 
stances, but from a broader viewpoint we would like to point out that 
charter of the tankers (some of which are named in the bill) turned 
in under the 1954 act is a breach of one of the inherent principles of 
that act. Any company which entered into an agreement thereunder 
did so with the understanding that the traded-in t: ankers would become 
a part of the reserve fleet and would not be used except in the case of 
a governmental emergency. It was certainly never contemplated that 
these vessels would be operated under private charter with the aid of 
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a Government subsidy which would be unavailable to the builder of 
new vessels under the 1954 act. 

At the time of the Ship Sales Act, Congress wisely determined that 
indiscriminate sale of war-built tankers would not only prejudice the 
buyers who purchased within the time limits established, but also that 
charter of vessels remaining would tend to disrupt established market 
conditions. In 1950 when circumstances warranted the opening of 
charters for reserve dry-cargo vessels there was no call to do the same 
for tankers. 

Consistently, the seriousness of any breakout of reserve fleet tankers 
is highlighted by the situation, with which this committee is familiar, 
in which the tanker industry objected to what they considered an ex- 
cessive use of Government vessels by MSTS when private vessels were 
available for charter. 

Unless Congress finds that there are extremely urgent reasons for 
the chartering of defense reserve tankers we sincerely believe that 
there should be no alteration in the policy established in the Ship Sales 
Act. It is respectfully submitted that in the long run the chartering 
of war-built tankers will not be to the advantage of the Government or 
the industry as a whole. 

Your committee, is, of course, vitally interested in the construction 
cf modern vessels which you know are required for the merchant ma- 
rine and national defense. The bill before you grants what would be 
extremely advantageous terms for the construction of a very specific 
type of vessel. T hese adv: antages would be open to a single company. 
I do not think there is any question but that there would be over- 
whelming application for a construction program of vessels needed by 
the United States if the same financial inducements were available. In 
the tanker business, the opportunity to secure interim tonnage while 
constructing new replacement tankers would be so advantageous under 
the proposal here that there might well be too many applicants for the 
limited number of tankers open to charter. Nevertheless, for the rea- 
sons previously given, we submit it would not be advisable to follow 
the proposal of the bill even if the “special” benefits to a single com- 
pany were eliminated. 

In conclusion, I certainly do not wish to leave the impression that 
the institute objects to the developme nt of special purpose vessels. It 
may well be that substantial financial incentives offered by the Gov- 
ernment are necessary to encourage the development of such vessels, 
and finally, we recognize the need for strenuous efforts to revitalize 
the coastal and intercoastal tr: ides of the United States. 

Our principal objection here is that in legislation of this kind where 
subsidies and other forms of Government aid to shipping are involved, 
every citizen interested should be treated alike. If Congress de- 
termines that subsidies for the building of modern vessels should be 
made available in our domestic trade, then such subsidies should be 
available on a fair and reasonable basis to everyone in or willing to 
enter such trade. 

The CHarrman. You heard the testimony of Admiral Good and 
Admiral Denebrink this morning ? 

Mr. Rice. I heard part of it, Mr. Bonner. I was at another hearing 
this morning. 
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The CHatrman. In your opening statement you say, “Our state- 
ment today on H. R. 11122 will be directed mainly at its impact among 
the tanker industry.” The same impact is going to be had now by 
MSTS, is that not true? 

Mr. Rice. Not necessarily, sir. 

The CuarrMan. Just explain that to me. 

Mr. Rice. There will be some, I agree. 

The CuatrmMan. Go ahead and explain. 

Mr. Rice. There will be some. 

The Cuatrman. And they have made application for the identical 
vessels to put in the trade ? 

Mr. Rice. As you know, the tanker industry has never opposed the 
principle of the reserve tankers being used by MSTS. 

The CHarrMan. I am just asking you the question. Isn’t the im- 
pact going to be identical ? 

Mr. Rice. Not when the MSTS is operating them. 

The CuarrmMaAn. You have been coming down here time after time 
complaining about the MSTS taking ships out of the reserve fleet 
and interfering with private operations, isn’t that correct ? 

Mr. Rice. When there are tankers available. 

The CHarrMan. Isn’t that correct 

Mr. Rice. Yes, sir; when tankers are available in the private market. 

The Cuatrman. You heard it said this morning that they have 
already made application. They are objecting in this bill because 
they want the ships to operate themselves ? 

Mr. Rice. There is one difference between the two, if I may point it 
out. This would bring into the private market vessels on a 5-year basis 
with a Government subsidy. In the case of the MSTS our position 
has always been that they should put the ships back or keep them in 
the reserve fleet unless there are no private tankers available. I cannot 
say here whether there is absolute need for the MSTS to have these 
vessels right now. 

The CuHarrman. They have made application ¢ 

Mr. Rice. I know they have. 

The Cuairman. Under the agreement all they have to show is that 
an emergency exists. 

Mr. Rice. We have not always agreed on what the emergency was, 
sir. 

The CHatrMan. They say the emergency is that the rates are too 
high ? 

Mr. Rice. We have always taken the position that merely to break 
the rate market is not an emergency. 

The Cuarrman. I am talking about your testimony here about the 
impact on the tanker industry. So we will wipe that out because 
there is no difference whether they are taken out this way or taken 
out some other way. 

Mr. Rice. Yes, sir; I think there is, sir. 

The CuarrMan. You think there is? 

Mr. Rice. Yes, sir. 

The Cuarrman. In other words, this way they are not going to 
haul as much oil as they would under MSTS operation ? 

Mr. Rice. If in 6 months MSTS doesn’t need them they should 
go back in. Here you are putting them out with a subsidy for 5 years. 
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The Cuairman. That is true, but didn’t you hear MSTS say they 
didn’t intend to put these ships back in the reserve # 

Mr. Rice. I am afraid if they get them they probably will keep them 
but we certainly wouldn’t agree that that is right. 

The CuarrMan. We are all trying to work to the same end. You 
are always coming down here advocating something new and some- 
thing better in this industry. 

In your concluding sentence in that paragraph you state the legisla- 
tion is available to one company alone. This isn’t intended for one 
company. 

Mr. Rice. Certainly we don’t see how any tanker company could 
come into it. 

The Cuarrman. Any of them could go into it, could they not? 

Mr. Rice. Not a tanker company. No tanker company can come 
into this. 

The CHarrman. I agree with you on that, but this company is a 
common carrier. 

_ Mr. Rice. That is right. There are a few which probably could go 
in. 

The Cuarrman. So your statement there is incorrect. 

Mr. Rice. This was tailored for one company. 

The Cuatrman. Well, it isn’t tailored for one company. There are 
other companies that can go into the same operation. 

Again on page 2, you refer to the impact upon the tanker industry. 
The same impact is going to be had in connection with the statement 
you make on page 2 about MSTS. 

Prior to your coming here we had the maritime industry itself 
wanting to permit the trade-in of 3 tankers and the building of 1 in 
its place. Do you remember that ? 

Mr. Rice. Yes, sir. 

The CuarrMan. This man only asks for the trade-in of 2 ships to 
build 1. Industrial carriers already have permission to trade in an 
unlimited number of ships against new tankers ? 

Mr. Rice. Sir, I only pointed out on this trade-in there was a much 
higher value given than ever has been given before. 

The CuarrMan. It is in the existing act that it is permissible. 

Mr. Rice. For trade-in. 

The Cratrman. For trade-in. 

Mr. Rice. Yes; but not at the foreign sales price. 

The Cruarrman. If somebody else wanted this, how would you feel 
about it? 

Mr. Rice. We have no objection to a trade-in based on that, sir, 
but we say it‘hasinever been available in the tanker industry before. 
If vou feel it ismecessary, we only ask that everybody have it. 

The Cuatmman. It is not how I feel at all. 

Mr. Rice. If Congress determines that that is the fair value 

The Cuarmman. I am just analyzing your own statement, not the 
way I feel or what Congress may do. We have let a lot of ships be 
transferred foreign. You know the immediate increased value accru- 
ing to the ship in that case. 

Mr. Rice. Yes, sir. 

The Crarrman. On page 4 in the last paragraph you speak of 
the valuation and the prices. A lot of money was made by that oper- 
ation by shipowners who bought under the Ship Sales Act. 
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Mr. Rice. I believe there is one slight difference. I am not arguing 
against that, but most of the ships transferred foreign had to be trans- 
ferred to an American company, a controlled company, which is 
slightly different in valuation. I don’t know the difference. 

The Cuaimman. This is an American company, and these ships will 
be available for national defense. 

Mr. Rice. Yes, sir. 

The Cuarrman. You heard the testimony here this morning that 
they would be more valuable after they were put in this service than 
they were in the reserve fleet. Didn’t you hear that? 

Mr. Rice. Yes, sir. 

The Cuatrman. What do you think about that? 

Mr. Rice. I have no objection to the plan for doing this. The only 
point is that it is not open to any of the tanker people nor are the 
inducements here for them. 

The Cuairman. Did anybody else come up with an idea like this 
before ? 

Mr. Rice. No, sir. 

The Cuarrman. Has anybody in your industry offered anything 
new in shipbuilding construction before? 

Mr. Rice. I think they have made some advances, sir. They haven’t 
come in like this, and I am not saying anything against Mr. McLean on 
his proposal for this specific type vessel, but there has been from time to 
time a great deal of pressure to build new tankers. 

The Cuatrman. We are all interested in improvement of American 
ship operations. 

Mr. Rice. Certainly. 

The CuarmMan. I am surprised that just as soon as something of 
this kind is proposed your industry comes in and objects to it. Cer- 
tainly this committee has leaned backward to do things for your mem- 
bership. Is that correct? 

Mr. Rice. You certainly have, sir. 

The Cuarrman. I think it is with little grace that you come in with 
this statement about foreign value to be allowed on these ships. 

Mr. Rice. Sir, I only pointed out that that is what it is. 

The Cuarrman. I knew what it was. 

Mr. Rice. I stated there afterward that if you determine that is 
what it should be, we do not object. 

The CuarMan. On page 5 you say: 

* * * ynder this bill it will be given to one organization only. It is unneces- 
sary to point out that this difference in treatment does result in a discrimination 
against those who acted under Trade-in and Build Act which must be justified 
by current circumstances. 

Just who does it discriminate against ? 

Mr. Rice. I think it discriminates against a man who turned in a 
vessel under the Trade-in and Build Act, for roughly $900,000, whereas 
someone 2 years later can come in and turn in a vessel for $2 million 
and pick up the same vessel that was traded in. 

The CuarrMan,. And used it during the time of construction ? 

Mr. Rice. No. This is under the charter, sir; for 5 years at a rate 
which is much lower than the current market. 

The Cuatrman. The industrial carriers had that privilege, did they 
not ? 
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Mr. Rice. I think everybody had the privilege to come in under the 
Trade-in and Build Act. 

The Cuarrman. Under the act that we passed industrial carriers 
were permitted to trade in tankers and then to charter them back to 
be used until the new tankers were constructed. 

Mr. Rice. Oh, yes; but what I am talking about is those vessels 
which are now in the reserve fleet which were traded in will come out 
now at a very low charter hire. 

The CuatrMan. For what purpose? 

Mr. Rice. Under this bill. 

The Cuarrman. To be used until the new modern supertankers can 
be built ? 

Mr. Rice. No, for 5 years. 

The Cuarrman. That is right, and they will be returned in a pattern 
of taking out and returning until the new modern tankers can be built. 

Mr. Rice. Sure. 

The CHatrman. Is there anything wrong with that? 

Mr. Rice. There is nothing wrong with taking them out, sir, but 
when those companies put them in they didn’t expect them to come 
out with a Government subsidy to compete with them. 

The Cuatrman. MSTS is going to take them out to compete with 
them ? 

Mr. Rice. Not those vessels. 

The Cuarrman. Not these vessels that are mentioned in this bill? 

Mr. Rice. Not the three that are listed that I am talking about. 

ihe CuatrMan. What difference does it matter which vessel comes 
out to compete ‘ 

Mr. Rice. Asa practical matter it doesn’t matter much which vessel 
comes out. 

The Cuatrrman. As soon as they saw this bill MSTS they decided 
they would get back in a heavier operation of tankers. You noticed 
that, did you not‘ 

Mr. Rice. We are certainly not in agreement with that. 

The Cuarrman. Sir? 

Mr. Rice. We are not in agreement with that. 

The Cuarrman. You didn’t make any complaint about it in your 
statement. 

Mr. Rice. Sir, we haven’t been able to get enough data on what 
MSTS claims is the emergency here to be able to oppose it. We may 
well want to oppose it. 

The Cuarrman. But you mention it on page 6: “The seriousness of 
any breakout of reserve fleet tankers is highlighted by the situation, 
with which this committee is familiar, in ‘which the tanker industry 
objected to what they considered an excessive use of Government 
vessels by MSTS when private vessels were available for charter.” 

I ask you the question, are private vessels available for charter 
today ? 

Mr. Ricr. Some of them are. I don’t think that the MSTS likes 
the rate at which they can get the ships. Maybe they can’t get the 
ships. Iam not sure. 

We are not agreeing with the present claim of MSTS to break out. 
ships. 

The CramrMan. You say further down on page 6 again that the 
advantage would be open to a single company. It is not the intent of 
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this committee to make the advantage available to any single com- 
pany. If this bill is so worded that it makes it possible for others to 
operate under it then you would not be objecting to it ? 

Mr. Rice. Sir, as I tried to point out, I don’t think you can change 
it so it would be available to anybody in the tanker industry, and this 
will be severe competition for them. 

The Cuarrman. We are not dealing entirely with the tanker indus- 
try here. Thisship will be a dry-cargo carrier as well. 

‘Mr. Rice. I agree, but when you put either a 32,000 ton or a 16,000 
ton ship in the business of carrying oil, you are very much in "the 
tanker diene 

The Cuatrman. Do you want to keep everything in status quo and 
make no improvement in the industry ? 

Mr. Rice. No, sir. 

The Cuatrman. That is just about what your testimony amounts to. 

Mr. Rice. No, I don’t think I said that, Mr. Bonner. I don’t think 
so. I didn’t intend to. 

The CuarrMan. Of course if nothing were done, then it would be 
perfectly satisfactory to you ¢ 

Mr. Rice. No. I think C ongress should do something, but I think 
if these subsidies should be given in the domestic trade, they should 
be given everybody who can come in. 

The CuarmMan. We are willing to give them to everyone. Do you 
have a company you are interested i in wanting this pr ivilege? 

Mr. Rice. I think there would be a lot of companies which would 
come in if they were able to get on two ships chartered what amounts 
to a subsidy of $3 million and another million dollars extra on a trade- 
in than they have ever had before. 

The CHatrrMan. Have you thought about what they are going to 
invest in new tankers? This committee has been told repeatedly that 
they need supertankers, and here we have an industrial carrier, the 
first private company to come in any say, “We will build new tankers 
and we will ask for no defense allowance on them.” Here were the 
big companies in here saying, “Tf we build 18-knot tankers we want 
defense allowances for it.” 

Mr. Rice. There has been some of that. 

The Cuarrman. There has been. 

I have listened to it. There is no question that it has been. There 
has been no question about it. The record shows it. Here is an operator 
who says, “We will build them and ask for no defense allowance.” 

Mr. Rice. All right, I would say that if a tanker company could 
come in and charter 2 vessels here on a 5- year period they will build 
any ship you want. 

The Carman. Tanker company ? 

Mr. Rice. Yes, sir. 

The Cuarrman. They have that privilege now. 

Mr. Rice. Not with these subsidies. 

The Crarrman. They have the privilege to turn in old tankers, 
and there is not a limit on what they can turn in to build a new 
supertanker. 

Mr. Rice. I know but, they can turn it in only at the depreciated 
sales price, and they an’t charter a ship at $300,000 less than the 
market during that period. 
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The CuarrmMan. What would be the difference in what they requested 
for defense allowance and what the price would be ? 

Mr. Rice. I think $700,000, was it not, on a couple of vessels ? 

The CuarrmMan. Iam asking you. 

Mr. Rice. I believe that is what it was. 

The CuarMan. It would be about the same; wouldn’t it ? 

Mr. Rice. No. 

The Cuatrman. Which would be the greater ? 

Mr. Rice. Under this bill, four times greater. 

The CuatrMan. Show me how it would be. 

Mr. Rice. You charter 2 tankers under this bill at $300,000 each. 

The Cuatrman. It is added up for you on the back of this document. 

Mr. Rice. Not that figure, sir. I think the gain of $300,000 a year 
each would give you $3 million as a Government grant in this case for 
the 5-year period. In addition this bill provides another million 
dollars more in trade-in value than exists now, at least a million 
dollars. 

The CuarrMan. That is on the charter of these tankers to operate 
them ? 

Mr. Rice. That is right. 

The Cuatrman. They build a tanker during that time. Then they 
turn the tanker back. The Government has its tanker back. ‘There 
is anew tanker created. 

Mr. Rice. That is right. That is what I was getting to. 

The Cuatrman. They do the superstructure at their own expense ? 

Mr. Rice. That is right. 

The CHatrman. When it comes to the dry-cargo vessels they trade 
in two of the best type war-built vessels at foreign cost and they build 
a supertanker for that. 

Mr. Rice. I said I think if this were open to tankers and the re- 
quirement was for them to build a supertanker under the provisions 
of this bill and charter now for 5 years, you would have many 
applicants. 

The Cuatrman. You mean for offshore tanker service ? 

Mr. Rice. No, possibly in the domestic trade. 

The Cuarrman. Why didn’t they say something about it ? 

Mr. Rice. Sir, sometimes they have come down and argued for 
more inducements, but they never got any more inducement, nothing 
like this. 

The CHarrman. They didn’t build under what we did give them. 

Mr. Rice. They built some. 

The CHarrman. They had quite a wrangle over the speed. 

Mr. Rice. Yes, but they built those. 

The Cuatrrman. Mr. Tollefson. 

Mr. Totierson. I just want to get your position clear. 

If the credit to be given for the dry-cargo vessel to be traded in 
were at the domestic price would your position be the same ? 

Mr. Rice. No. I think that is what you have roughly under the 
Trade-in and Build Act. It may well be that in 2 years since then 
more inducement is required, and I can’t argue that maybe you need 
this inducement to build. 

Mr. Totierson. I was getting at your point of view, just so I under- 
stand you correctly. If the bill provided that the credit to be given 
for the dry-cargo vessel traded in shall not be the foreign market price 
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but the domestic market price, would your position be the same or 
different ? 

Mr. Rice. Would they still have the right to charter tankers right 
now, two tankers! Let’s put the two together. 

Mr. TotiErson. How about trying to take them separately first ¢ 

Mr. Rice. I don’t know whether that difference alone in the Trade-in 
and Build Act between the depreciated sales value, which is roughly 
$800,000 now and the foreign market of, say $2 million, whether 
that difference would make it, but when you add on to it another sub- 
sidy or another grant from the Government, another benefit from the 
Government of $3 million over the 5-year period, you do make quite a 
difference. 

Mr. Toiierson. You are talking, then, about 10 vessels? 

Mr. Rice. I am talking about 2 chartered tankers under this bill and 
the requirement to build a supertanker for each 2. 

Mr. Totierson. In your statement you say that a charter under the 
terms of this bill would mean a benefit of about $300,000 per year 
per ship. 

Mr. Rice. Per ship, sir; that is right. 

Mr. Touuerson. How was that figure arrived at? 

Mr. Rice. The figure is arrived at that the charter under this bill 
would run somewhere in the neighborhood of $100,000 or a little more. 

Mr. Totierson. That is 15 percent of what ¢ 

Mr. Rice. Of the depreciated ship sales value. ‘The present market, 
we estimate, is at least $400,000 a year. There is a $300,000 spread. 

Mr. Totierson. Those are figures that are current ? 

Mr. Rice. Yes, sir. 

Mr. Totiterson. But you would say if we changed one feature of the 
bill, namely, the credit for trade-in, that would not make a sufficient 
difference ? 

Mr. Rice. I don’t say that it wouldn’t, sir. I honestly don’t know. 

Mr. Toterson. You are not certain that you would object to the 
bill if we changed the credit feature alone ? 

Mr. Rice. No. I would have the same objections that I have raised 
to the bill on that change alone, sir, because it may well be that Con- 
gress should give the foreign sales value for a turn-in. I know it has 
been argued e some of us in the tanker industry from time to time 
that possibly that should be the valuation. Some people have felt 
that under section 510 that is what you should get, but the Maritime 
Administration has consistently maintained that it does not mean 
foreign value, that it only means roughly the American market. 

Mr. TouiueFson. To try further to get at your point of view, your 
objection doesn’t go simply to more tankers getting into the trade, 
but more tankers or additional tankers with advantages? 

Mr. Rice. We feel and we have consistently maintained that these 
reserve tankers should not be chartered out. However, if it is neces- 
sary, if you find the need for the construction of new vessels requires 
that, we are still opposed to it, but we say give everybody a chance 
to charter them. 

Mr. Totierson. Aside from bringing them out of the reserve fleet, 
are you concerned about additional tankers coming into the trade? 
You wouldn’t stand in the way of anybody coming in to the trade 
with some tankers ? 








60 SALE OF CHARTERS AND CONSTRUCTION OF VESSELS 


Mr. Rice. No, sir. If they can come in with their own money, we 
would have no objection. 

Mr. Totierson. You have said in your statement that you don’t 
want them to come in with an advantage given to them by the Govern- 
ment over the other operators ? 

Mr. Rice. That is right. 

Mr. ToLuEerson. You feel that this bill does give anybody coming 
in under it an advantage that the other oper ators do not have? 

Mr. Rice. € ‘ertainly. Anybody who can qualify under this cer- 

tainly has a tremendous advantage in the tanker field for 5 years. 

Mr. Touterson. Once the 5 years are up, of course that advantage 
would be gone then ? 

Mr. Rice. He will have a new vessel which has been built with the 
benefit of this bill. 

Mr. Totzierson. That is all, Mr. Chairman. 

The CHarrman. You do not give any credit initially to a new form 
of water transportation, do you ¢ 

Mr. Rice. Yes. 

The CuatrmMan. You haven’t here. 

Mr. Rice. I think Congress may. We have argued that you may 
well find 

The CuatrMan. This committee all last year was concerned with 
trying to find a way to revitalize the coastal trade and the intercoastal 
trade, and your association at that time was interested in the efforts of 
this committee, was it ¢ 

Mr. Rice. Yes, sir. 

The CHatmrman. Here is the first thing that has been offered in that 
direction. 

Mr. Rice. Yes, sir. 

The Cuarrman. Isn’t that correct ? 

Mr. Rice. That is correct. 

The Cuarrman. And you object to it ? 

Mr. Rice. No, sir. 

The Crairman. In setting up this price you are talking about sup- 
pose we set up the average price for all vessels as the consideration, 
what would the industry say about that? 

Mr. Rice. For the trade-in ? 

Thea CuarrmMan. Yes, sir. 

Mr. Rice. Sir, I think generally any company trading in would 
like to get the highest value. 

The Cuarrman. Why, of course. That is an honest statement. 

Mr. Rice. It is not the factor of how much you give. My only point 
is, if you are going to give it here you should give it to other people 
who are willing to construct vessels. 

The Cuarrman. They are constructed in the routine, in the same old 
channel all the time. They do nothing new. They promote nothing 
new. Here is one which is promoting something. That is one reason 
I am trying to find a way to be sympathetic toward this and to find a 
fair solution to what the industry objects to. 

Mr. Rice. It may well be. I am not saying if you have some 30 
tankers available less whatever MSTS has to have, that they should 
not have them, but some other companies that would be willing to 
come in and build a large tanker which is also needed, sir, should have 
the same advantages in that market. 
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The Cuatrman. You understand these ships are confined to the 
coastal trade? 

Mr. Rice. Yes, sir; I realize that. 

The CHarrman. Whereas the other ships would not be? 

Mr. Rice. No. 

The Cuarrman. The ships you speak of. 

Mr. Rice. No; I didn’t say that was necessary. You can confine 
them to the domestic trade also. 

The Cuarmrman. They have never asked to be confined to the do- 
mestic trade so far; have they ? 

Mr. Rice. No, sir; I don’t think they have come in for any special 
subsidy at all. 

The CuarrMan. You don’t think, then, that the tanker trade in the 
bill carried any subsidy ? 

Mr. Rice. V ery little, sir. 

The CuarrMan. Very little? 

Mr. Rice. Yes, sir. 

The CuarrmMan. How do you figure it carried no subsidy or very 
little subsidy ? 

Mr. Rice. Sir, instead of having them trade in the vessel if they 
were able to sell those ships foreign, they would have gotten more 
money and oe Government would not have been out a cent. Cer- 
tainly there are advantages for the ship to be traded and put in the 
reserve fleet, available for the Government. To that extent, it may 
well be that you gave them the depreciated ships sale price. 

The CuatrMan. The ships would be available along the coast at all 
times in operating condition, and the national defense has testified 
this morning that ‘they would be of greater advantage to the national 
defense than they would be if they were anchored in the reserve fleet. 
That is a consideration, isn’t it? 

Mr. Rice. I didn’t quite get that from the testimony. I heard that 
testimony. 

The Cuatrman. They said in this operation these ships would be 
of greater advantage to the national defense than they would be an- 
chored in the reserve fleet. 

Mr. Rice. Because they were operating ? 

The CHarrMan. Yes; ready for any emergency. 

Mr. Rice. That is probably true. 

The CuatrrmMan. Mr. Boykin. 

Mr. Boykin. You say you represent the American Merchant Ma- 
rine Institute— 

a trade organization comprised of a majority of the American-flag steamship 
companies operating all types of vessels in foreign and domestic trade. 

If some of your people were coming down here asking for this, 
would you be for it ? 

Mr. Rice. I don’t know, sir. 

Mr. Boyrxrn. On the last page, which I think Mr. Bonner has cov- 
ered pretty well, you say— 
finally, we recognize the need for strenuous efforts to revitalize the coasiil and 
intercoastal trades of the United States. 

How do you suggest that we do that if this isnot a splendid thing? I 
think it is the greatest proposition we have ever had. I think it is 
unique. I think it is wonderful. I think it will do something which 
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never has been done before in America. I think nobody can com- 
pete with us unless they do the same thing. Mr. Bonner has just said 
that this is not tailor made. It is just something that these men 
have thought of and are asking for. You say you are anxious to get 
this done. So are we. We have been working so hard. What would 
you suggest that this committee do that we are not doing which 
would help dothis? You represent all of these people as you say here, 
all types, operating foreign and domestic trade. What have you sug- 
cested that we do to do what these people are trying to do? This is 
the first light and hope that we have had. 

Mr. Rice. It may be the best thing in the world, sir. I am not 
saying it isn’t. 

Mr. Boy <I. Tam glad to hear you say that. 

Mr. Rice. You have some people in the tanker business. If you 
are golng—— 

Mr. Bor«ry. You want to improve and go ahead, don’t you?) We 
are getting new cars, one to beat another one, and they get better and 
better as we go along. It may be we can get a few of our ships on the 
ocean again. Maybe we could get some of these to go across the seas. 
They are asking us to do this just to help our own people over here, 
right here at home. 

Mr. Rice. Yes, sir; and that is all I would say, too. 

Mr. Boyxry. I know, but what do you suggest ? 

Mr. Rice. I am suggesting that if you are going to give this grant 
of Government aid to a single organization or a few that might be 
able to qualify—— 

Mr. Boykin. Mr. Bonner just said nobody else has asked for it. 
Flow do you know you couldn't get it for some of the folks you repre- 
sent! I think you ought to get behind them and help them get it 

and maybe get some of your folks the same thing. 

Mr. Rice. Iam speaking from the viewpoint 

Mr. Boyxry. Another ‘thing about this 5-year business, it would 
take them 5 years, I guess, to build $100 million worth of tankers. 
They are getting up that money. They are not asking us to do it. 
We are not making any money on these tankers now. They are laid up. 
If we need more, for God’s sake let’s put them to work regardless of 
who is going to do it. 

Mr. Rrcr. We would put them to work, too. 

The CHarrman. Are you speaking for the operators who receive 
an operating subsidy ? 

Mr. Ricr. To the extent that this is special legislation; yes, sir. 

The Cratrman. These people don’t get any operating subsidy. 

Mr. Rice. That is right, sir, they don’ t. The tankers don’t. 

Mr. Boyxrn. I could go on and on but I don’t see any use. I think 
anybody could see that this is one of the greatest things that ever 
happened to us. I think we certainly ought to give it a try for 5 
years, I have been on this committee off and on for twenty-some-odd 
years and we have been waiting all of these years for something to 
come along. This appears to me to be it. I think it is the greatest 
thing that ever has been suggested to this committee since “T have 
been on it. 


The Cuatmrman. Mr. Allen. 
Mr. Auten. Mr. Rice, I think what bothers me about this problem 
is the fact that I can’t find any policy over a very long period. If 
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1 remember correctly when Admiral Denebrink was testifying 2 or 
3 years ago he said that the tankers in operation then in the coastal 
trade were sufficient to carry the domestic needs and might be sufficient 
for certain emergencies but were not sufficient for both, that we had 
the possibility of drinking up the domestic supply of oil from the 
culf to the North Atlantic States if we had an emergency which would 
put those tankers to the use of the Navy. Therefore, it seemed to me 
there ought to be a long-term policy to build up the tanker fleet, 
and it seems to me that is what we are trying to do. 

Apparently every time we get a specific proposition, then there 
is objection to the specific proposition and we don’t get the long-time 
objective accomplished, 

[ like the third paragraph of your presentation, but after that we 
begin to differ. Is there any long-term policy / 

Mr. Rice. I think there is. I don’t think we have been inconsistent 
at any time. As far as the MSTS and these vessels are concerned, we 
concede the principle that the vessels in the reserve fleet should be 
available to the Navy when needed in emergency. That is part of the 
Ship Sales Act. We have not agreed with Admiral Denebrink, as 
you know, for some time as to what constitutes emergency or when 
a vessel should come out. I don’t know and am not prepared here to 
say that there is such an emergency now that he should take these 
vessels. It may well be, not what we consider an emergency, that 
there are vessels available at reasonable rates. 

As you know, one of the struggles has been, What is a reasonable 
rate? So if such an emergency truly exists consistently we cannot 
oppose the taking out of whatever vessels are needed for that emer- 
gency. Whether that is 5 or 2 or 10 or 17, I don’t know, but we would 
not agree that he should take out any more than are needed. 

Mr. Auten. Did you hear the testimony of Mr. Morse as to the 
amendment he would propose ? 

Mr. Rice. No, sir; I didnot. I was upstairs. 

Mr. Atren. Thank you, Mr. Chairman. 

The CHarrman. Mr, Ray ? 

Mr. Ray. How many tankers are there that could possibly be 
used in a program of this sort if it were opened up putting all the 
tankers we had at the disposal of the industry, so your point could be 
carried through ? 

Mr. Rice. I believe it was testified that there are 35 tankers, includ- 
ing those that the MSTS want. 

Mr. Atten. How many of the 35 has MSTS appropriated now? 

Mr. Rice. They are asking for 17, I believe. Isn’t that right? 

Mr. Ray. So the resource we have in the way of tankers for a pro- 
gram is 18 tankers ? 

Mr. Rice. Yes, sir. 

Mr. Ray. Eighteen tankers would be turned in to help in the con- 
struction of nine new ones ? 

Mr. Rice. No; I don’t think there are that many tankers. Maybe 
there were. Youmean18now? Yes: that is right. 

Mr. Ray. According to this pattern those 18 would be used to get 
9 new tankers ? 

Mr. Rice. That is right. 

Mr. Ray. What is the rest of the industry that you think should 
be taken into account and ought to become eligible for any plan 
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such as this which is worked out?) How many companies are in what 
you would call the industry in this coastal and intercoastal trade? 

Mr. Rice. There must be a dozen, I suppose. I am not quite sure 

Mr. Ray. Do they have ships that they could use for this purpose ? 

Mr. Rice. Yes. 

Mr. Ray. They might be interested in it. 

Mr. Rice. Yes. 

Mr. Ray. Would they be able to finance their part of it? 

Mr. Ricr. Yes. This would give what I understand from some of 
the smaller independent contractors, just what they need in order to 
finance a new supertanker. 

Mr. Ray. Taking a quick look at the policy, would you see more 

gain in 9 tankers spread around the field that you speak about than 
in 10 tankers in 1 operation? Iam trying to get your reasoning. 

Mr. Rice. Sir, there is certainly great advantage, which Mr. Bonner 
has pointed out, in this program I: aid out for the dual purpose. I don’t 
know whether 6 of those and 3 regular tankers or 6 regular tankers 
and 3 of the dual-purpose vessels would be preferable. 

Mr. Ray. Trying to follow up your suggestion, the field ought to 
be opened up so that other companies that deal with this particular 
trade could participate. 

Mr. Rice. That is right. 

Mr. Ray. You have the possibility within the limits of 9 new tankers 
to be spread around among perhaps 9 companies. In contrast we 
have the request of 1 company for opportunity to provide 10. Is 
there a public interest different in those two situations in your mind? 

Mr. Rice. I think so. If you are going to present a very substantial 
Government grant to one company. 

Mr. Ray. Should it be put up to competitive bidding in some 
fashion ? 

Mr. Rice. That might be the answer. 

Mr. Ray. Have you any rational basis on which you would limit 
one company to such-and-such a proportion ? 

Mr. Rice. I would like to think on that a moment. I think possibly 
there might be something in your idea of opening it wp on competitive 
bids and evaluating what they will build, in which case you would 
evaluate whether you wanted a dual- -purpose vessel or you wanted a 
ae 

Mr. Ray. I don’t believe I have any more questions, Mr. Chairman. 

The Cuarrman. Do you know of any company which has expressed 
any interest in this other than this one? 

Mr. Rice. In building these dual-purpose vessels, sir? No, I do not. 

The Cratrman. Why, then, discuss that? Nobody else seems to 
h: . e 2 any interest. 

. Rice. We are interested in building tankers. 

The CHatmRMaNn. This tanker will not be impaired in any way for 
its tanker-service purpose to the national defense. In fact, according 
to the testimony of the national defense, the gentleman who appeared 
speaking for the Navy, they will be improved ? 

Mr. Rice. They may, sir. 

The CHamMan. Any other questions ? 

Mr. Torierson. I have one other. You are bearing in mind all the 
time with reference to the operations here that they are restricted 
to the coastwise trade? 
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Mr. Rice. Yes. 

Mr. Totterson. Is there any tanker company that you know of that 
is restricted to coastwise operation ? 

Mr. Rice. No, but there are some who have very little other oper- 
ation. 

Mr. TotieFson. That is all, Mr. Chairman. 

The Cuamman. There is no restriction ? 

Mr. Rice. That is right. 

The CHamman. I see. 

Mr. Drewry. Mr. Rice, you mentioned that today estimates are that 
no operator could bareboat charter a T2 tanker for less than $400,000 
a year. Do you have a comparable figure for 2 years ago? 

Mr. Rice. I would try to obtain it. I do not have it now. 

Mr. Drewry. It seems to me there is a great difference between char- 
tering for a vear and chartering for 5 years. We have seen quite a 
cye Je in the past several years. 

Mr. Rice. Yes, I agree. 

Mr. Drewry. When the market was depressed I think there were 
some 100 idle tankers under the American flag. I would doubt very 
much that the bareboat rate at that time would be anywhere near 
$400,000. 

Mr. Rice. As you know, the tanker industry with its ups and downs 
over cycles of years and with its changes even within a year, from what 
I have seen the smart operator tries to average out its charters. I 
don’t think there are many 5-year contracts. I don’t know what the 
price would be. 

Mr. Drewry. Undoubtedly it was considerably less than 400,000 a 
year. 

Mr. Rice. I should think it would have been. 

Mr. Drewry. I notice that Mr. McLean indicates the charter rate 
estimated at about $100,000 a year, and then with installation of the 

cargo deck at his expense that would in effect over the 5-year period 
bela up the charter hire still higher. So maybe this diffence won’t 
turn out to be so great after all. 

Mr. Rice. As I understood it, he depreciates that over the 5-year 
period, too. 

Mr. Drewry. Yes. 

That is all, Mr. Chairman. 

The Cuatrrman. Mr. Maillard. 

Mr. Marurarp. No questions. 

The Cuarrman. Thank you, Mr. Rice. 

That will conclude the hearing this afternoon. The committee will 
meet tomorrow morning at 10 o’clock, at which time the following 
witnesses will be heard: 

Andrews, Prince, Kurris, Dewey, and Williamson. 

(Whereupon, at 5: 25 p. m., the committee was recessed, to reconvene 
at 10 a. m., Tuesday, June 12, 1956.) 
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TUESDAY, JUNE 12, 1956 


Howser oF REPRESENTATIVES, 
SUBCOMMITTEE ON MERCHANT MARINE, OF THE 
CoMMITrEE ON Mercuant MARINE AND FISHERIES, 
Washington, D.C. 
The subcommittee met at 10 a. m., pursuant to call, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. 

Present: Representatives Bonner, Boykin, Kluczynski, Tollefson, 
Allen, Seely-Brown, Sheehan, Van Pelt, Ray, and Mailliard. 

Also present: John M. Drewry, chief counsel. 

Mr. Kiuczynskt (presiding). The meeting will come to order. 

The Chairman, Mr. Bonner, is delayed a little this morning, and he 
asked me to start this meeting. He will be here shortly. 

This morning we will resume hearings on H. R. 11122, and the first 
witness will be Mr. Richard Kurrus, representing Browning Steam- 
ship Lines. 

The second will be Mr. Ralph Dewey, Pacific American Steamship 
Association. 

The third will be Mr. Gregory Prince, general solicitor, Association 
of American Railroads. 

The last will be Hugh Williamson, Association of American Ship 
Owners. 

Mr. Graydon Andrews will be on hand in case there are any ques- 
tions concerning the GAO report. 

Mr. Kurrus, will you give your name and whom you represent? 


STATEMENTS OF RICHARD KURRUS, REPRESENTING BROWNING 
STEAMSPHIP LINES 


Mr. Kurrus. My name is Richard W. Kurrus. I am a member of 
the law firm of Coles & Goertner, and I represent Browning Lines, 
Ine. 

Mr. Chairman, I don’t have a prepared statement. 

Mr. Kiuczynskr. You may proceed. 

Mr. Kurrvs. Browning Lines, Inc., is a Michigan corporation which 
intends to institute United States flag common carrier steamship 
service on trade routes 3 and 4, between United States Atlantic ports 
and Cuba and Mexico. 

There is presently no United States flag service on either of these 
routes to Cuba or Mexico. 

Browning Lines supports the purpose and principle of the legisla- 
tion proposed by H. R. 11122. We believe that the type of ingenuity 
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and resourcefulness evidenced by this bill is needed for the rehabili- 
tation, maintenance, and promotion of the coastwise and intercoastal 
trades. 

We should like to call the committee’s attention, however, to two 
bills which are now pending before the committee, House Joint 
Resolution 632, introduced by Congressman Ray, and House Joint Res- 
olution 633, introduced by Congressman Dingell, which bills would 
provide for the sale to Browning, Inc., two Government-owned war- 
built tankers on an as-is where-is basis, for use as full container ships. 

Browning Lines is asking for no Government funds to put the 
vessels in class, and is ready to expend substantial moneys to convert 
them for full container ships. 

At this point we would like only to call the committee’s attention 
to the above bills which would comprehend the sale to Browning 
Lines of two of the same tankers included in H. R. 11122. 

We hope for a fairly prompt hearing on our bills and request that 
the bills be kept in mind by the committee in their consideration of 
the present bill. 

We would just like to say with respect to the container program 
we are hoping to institute that we have been considering this program 
for the past 5 years. 

We have canvassed the private market for the proper type ships 
to start the operation and have finally concluded that the only ships 
that are available in the American Merchant Marine for such a con- 
tainer ship operation are the T-2 tankers in the reserve fleet. We need 
a ship with proper speed and a ship that has sufficient cubic capacity 
to carry a sufficient amount of cargo to make the operation economical. 

I have here a brief statement on the purpose of the bills that we 
have introduced for the sale of two of the same tankers covered by 
the present bill. I do not wish to burden the committee with reading 
it at this time, but I was wondering if I could offer it for the record. 

Mr. Kiuczynskt. Without objection, it will be incorporated in the 
record. 

(The material referred to is as follows :) 

The purpose of this bill is to permit the institution of common-carrier steamship 
service with United States-flag vessels between Atlantic coast ports of the United 
States and Cuba and Mexico on essential trade routes 3 and 4. These are 
the only steamship services, which have been declared to be essential to the 
foreign commerce of the United States by the Maritime Administrator and 
Secretary of Commerce under section 211 of the Merchant Marine Act of 1936, 
on which there is no United States-flag operation. 

Until 1953, United States-flag service was provided on these routes by the 
New York and Cuba Mail Line, which was one of the oldest steamship services 
under the American flag. The United States Government had invested many 
millions of dollars in the routes in the form of operating subsidy and construc- 
tion subsidy to New York and Cuba Mail Line. That operator was subsidized 
from the outset of the Merchant Marine Act of 1936 and before that time it 
received financial aid from the Government under ocean mail contracts under 
previous maritime legislation. 

In 1948, new financial interests succeeded to the control of New York & Cuba 
Mail and in 1953 the company canceled its operating-differential subsidy con- 
tract with the Federal Maritime Board, and it subsequently sold its vessels. 
That operator now offers only a foreign-flag service with chartered vessels. 
Despite the efforts of the Federal Maritime Board in 1953, and thereafter, to 
interest existing subsidized lines to take over the former New York & Cuba 
Mail service under the American flag, there has been little or not interest shown 
by such operators in taking over the service and protecting the substantial in- 
vestment of the Government on the routes. 
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The reluctance of American-flag operators to institute service in the Cuba or 
Mexican trades can be attributed to the substantial cargo loading and discharging 
problems which are attendant to these services. ‘These lo mading r and disc harging 
problen is include not only the high costs of handling general cargo, bi iso the 
inordinate delays which are occasioned by the time radar in port by tine sti sndard- 
type berth operation. 

Browning Steamship Lines propose to institute United States-flag service on 
these essential routes. As the solution to the substantial loading and discharging 

roblems, Browning Steamship Lines intend to operate a complete “contained- 
ship operation,” such containers being capable of handling all general cargo 
moving on the routes, including refrigerated cargo. The containers are made of 
steel and would have a cubic capacity of approximately 900 cubic feet. 

This container operation offers the tremendous advantaze of consolidating 
cargo in one convenient handling unit and would eliminate export packaging 
requirements for outbound movements. ‘The apts estimates that this opera- 
tion will eliminate more th: an 75 percent of all handling, which will result in a 
commensurate reduction in handling costs and port delays. 

The company has canvassed the private market for ships capable of being 
used for this service. There are none available with the necessary enubic capacity 
and speed. Although the company is willing to construct new vessels for the 
service, the necessary time interval would not permit the institution of American- 
tlag service for a period of 2 or 5 years. 

After conducting a detailed and lengthy study, Browning Steamship Lines has 
concluded that the most appropriate vessels for instituting immediate service are 
T2-SE-A2 tankers, which would be reconverted so as to provide three ’tween 
decks for the carriage of containers. The company proposes to purchase two 
tankers from the Government and reconvert them as container ships at a cost of 
approximately $3 million per vessel. Browning has had these plans worked out by 
its naval architects. 

The company has arranged for a substantial investment of private capital into 
these routes. The cost of the containers alone would amount to approximately 
£8 million. 

in addition to the investment in the purchase and reconversion of the vessels 
and in the containers, Browning intends to construct two specially designed 
container ships in domestic shipyards, as soon as operating experience makes 
such a step feasible. The reconverted T2-SE-A2 tankers themselves should 
have an economie life as dry-cargo vessels of at least 15 years and would be a 
substantial addition to the American merchant marine and an aid to the national 
defense. 

The sale of the two T2—SH—A2 tankers contemplated by this bill will allow 
for the immediate institution of long-range and permanent United States-flag 
services on routes where at the present time there is a serious void in the oper- 
ation of our merchant marine 

Mr. Kiuczynski. Does that complete your statement, sir? 

Mr. Kurrus. That completes my statement. 

ALI ABE +e ; seaceuerenany 7 ; 

Mr. Kiuczynski. The chief counsel, Mr. Drewry, wants to ask some 
questions. 

Mr. Drewry. Mr. Kurrus, do you have any testimony on the bill we 
have before us this morning ¢ 

es rw ‘ e : it, 

Mr. Kurrus. The only relation we have to this bill, Mr. Drewry, is 
that our bill comprehends two of the same vessels covered by this bill. 
We support the present bill. 

We believe that the idea is extremely ingenious. It is an idea that is 
eventually going to revolutionize the entire shipping indust1 

Mr. Drewry. Your point is in considering this bill we should not 
overlook the fact that the re is another bill pending which might be in 
conflict with it? 

Mr. Kurrus. That is right. We want to get to the batter's box 

while there are still some balls remaining to hit. 

Mr. Drewry. I have no further questions, Mr. Chairman. 

Mr. Kivuezynski. Mr. Ray. 
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Mr. Ray. Has the witness described the plan of operation? I am 
sorry to have been a little late this morning. 

Mr. Kurrus. No; I did not, Mr. Ray. I did not want to take too 
much time up in the discussion of our bill. 

Mr. Ray. Is that in your written statement ? 

Mr. Kurrus. It is in the written statement here, and I would be glad 
to read it, if anybody desired to hear it. 

Mr. Kiuczynskt. Do you want to hear it? 

Mr. Ray. I know about it. If it is in the record that will suffice. 

Mr. Kuvezynsxti. Fine. Mr. Mailliard. 

Mr. Matrtirarp. I have no questions. 

Mr. Kiuczynskt. There are no further questions. Thank you, sir. 

Mr. Kurrus. Thank you. 

Mr. Kuiuczynskt. The next witness is Mr. Ralph Dewey of the 
Pacific American Steamship Association. 

Mr. Dewey, will you give the reporter your name? 


STATEMENT OF RALPH DEWEY, VICE PRESIDENT, PACIFIC 
AMERICAN STEAMSHIP ASSOCIATION 


Mr. Dewey. Thank you, Mr. Chairman. 

My name is Ralph B. Dewey. I am vice president of the Pacific 
American Steamship Association. 

I am addressing myself to the bill, H. R. 11122. The members of 
our association are the 12 principal American-flag ship operators on 
the Pacific coast. 

Our program and purpose has always been to foster and/or support 
legislation which will improve the competitive position of American- 
flag ship operators, both in the domestic trade and in the foreign trade. 

We are in support of the aims and aspirations of the advocates of 
this legislation. 

Although none of our members has yet found it feasible to build 
any of the various new type of vessels of the “roll on, roll off” or the 
“lift on, lift off” design, it is safe to say that they are all watching with 
keen interest the innovations and developments that are taking place. 

It can also be said without equivocation that the Pan Atlantic 
Steamship Co., under the management of the McLeans, has already 
made a most significant contribution to the advancement of maritime 
design by converting and placing into actual operation three tanker- 
trailer vessels in the Atlantic-gulf coastwise service. 

Whatever the success of these vessels may be—and so far as is known, 
the McLeans have not recently been associated with any unsuccessful 
enterprises—it is certain that the pace of progress and competition 
in the maritime industry, at least the domestic segment, has been 
greatly accelerated by this new innovation. 

This is in no measure intended to imply that conventional vessels 
in the domestic trades have all become outmoded. Indeed, in many 
aspects of the domestic trades, the “roll on, roll off” or the “lift van” 
type vessels have not yet proven economically justifiable in light of the 
construction costs and other factors. 

Existing vessels are for the most part the best solution in those 
trades, and continue to serve the shippers adequately and efficiently 
at competitive rates. 
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It is to be hoped that the committee in its forthright effort to prove 
each new idea as it comes along will not find it necessary to make asser- 
tions or take action which redounds to the detriment of existing opera- 
tors whose record of performance over the past 50 years has been 
second to none in the American merchant marine. 

The legislation has apparently been drawn so as to permit any 
American firm which wants to operate tanker trailers in the coastwise 
trade to do so under the terms specified. 

It should be recognized, however, that the ultimate effect will be 
to create special-interest legislation rather than all-purpose legisla- 
tion. This arises from the requirements that tankers only may be 
used, that trailer decks must be installed—both uniquely applicable to 
the Pan Atlantic operation—and that commitments must be made 
within only 2 years from the date of passage—a benefit unique to the 
company which has already commenced operations of this kind—to 
mention a few. 

Special-interest legislation, however, is not in and of itself objec- 
tionable; indeed may be demostrated as beneficial to the broad public 
interest. 

H. R. 11122 is not an exception, in our view. But if the ultimate 
benefit is to effectually be limited to a single company, that company 
and their advicates should not object to clarifying the legislation to 
limit its scope solely to the avowed purpose. 

In this regard, Mr. Chairman, we respectfully make two recom- 
mendations to the committee, neither of which in our view could 
seriously deter the purposes of the legislation. 

The first recommendation is that the legislation specifically be 
worded to limit the operation of the vessel to the Atlantic-gulf coast- 
Wise service. 

This could be accomplished by deleting the period on line 15, 
page 2, and adding “between Atlantic and gulf ports.” 

Testimony on June 11 by Mr. McLean would indicate that the in- 
tentions of his company are to so limit their proposed operation. 

The second recommendation would be that provision be made in 
the bill for the recoupment of all or at least part of the cost of break- 
out of the vessels borne initially by the Government. This could be 
accomplished by deleting section 1 (e) commencing on line 20, of page 
2, and submitting: 

The charter hire for any vessel chartered under this act shall be determined 
under section 5 of the Merchant Ship Sales of 1946, as amended. 

By this means, the Maritime Board could set the charter rate for 
these vessels in the same fashion, and using the same economic criteria, 
as is done for all other charters under the act. 

This proposed change is identical to one of Mr. Morse’s proposals 
presented in the hearing on June 11. It has the dual advantage of— 

1. Giving the Maritime Board sufficient flexibility to set a 
charter rate which is fair and reasonable for trade, and at the 
same time calculated to recoup during the life of the charter part 
or all of the breakout costs initially incurred by the Government ; 
and 

2. Restoring equality of treatment among all charter applicants, 
before the Board as regards the rate of hire. 











72 SALE OF CHARTERS AND CONSTRUCTION OF VESSELS 


Further than this, however, the recommendation, in our view, is 
consistent with action taken within the past few days by this commit- 
tee when it favorably reported House Joint Resolution 613. That 
legislation, if passed, would have the effect of authorizing the Mari- 
time Board to recoup out of charter hire all or part of the breakout 
costs initially borne by the Government—out of the revolving fund. 

Our comments in this statement have all been addressed to H. R. 
11122. We would like to have been able at this time to comment 
on the amendments proposed by the Chairman of the Maritime Board, 
Mr. Morse, in his testimony, but it has not been possible in the O4 
hours since they were first presented here. 

However, as soon as our companies have had a chance to study 
these proposals, we would like to offer our comments in a supplemental 
statement. 

Thank you, Mr. Chairman. 

The CHairman. Mr. Allen. 

Mr. Atien. I have no questions, Mr. Chairman. 

The Cuamman. Mr. Boykin? 

Mr. Borxin. I just think it is a wonderful statement and certainly 
shows he wants to cooperate and try to start aides. 

I congratulate you on that wonderful statement. I agree with you 
thoroughly. 

Mr. Dewry. Thank you very much. 

The Craimman. Mr. Seely-Brown ? 

Mr. Sre_y-Brown. I have no questions. 

The CHairman. Mr. Kluczynski. 

Mr. Knvczynsxr. I have no questions. 

The Cuatmman. Mr. Van Pelt? 

Mr. Van Perr. I have no questions. 

Mr. Ray. I have no questions. 

‘The Cuairman. Thank you, sir. 

Mr. Dewry. Thank you very much, Mr. Chairman. 

The Cuarrman. Mr. Williamson, you may proceed. 


STATEMENT OF HUGH WILLIAMSON, VICE PRESIDENT, 
ASSOCIATION OF AMERICAN SHIP OWNERS 


Mr. Witiiamson. Mr. Chairman, my name is Hugh 8. Williamson. 
I am vice president of the Association of American Ship Owners. 

We are engaged exclusively in the domestic trades. 

I have a prepared statement, but I would like to summarize it. I 
think at the outset I would like to s: ay that I am sure every witness who 
has appeared here, and certainly those for whom I speak, agree with 
the members of this committee as to the desirability to revitalize the 
domestic trades. 

As to the proposal here under discussion, I think it is only natural 
that reasonable people might have very different ways of reaching this 
goal, and specifically to summarize our position, we would like to point 
out that as recently as 1950 in Public Law 591, it was provided that 
the Maritime Board might at any time charter Government-owned 
vessels if they found it to be in the national interest, but it was also 
provided that it should give notice to the interested parties and afford 
them a public hearing, after which it was to c ertify its findings to the 
Secretary of Commerce, who in turn would pass upon the provisions of 
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the charter with the view to making certain it would work no injustice 
to the operator of privately owned vessels with whom those Govern- 
ment-owned vessels might be competing. ' 

We think those provisions of existing law should be retained in this 
proposal that is now before you. 

That is the end of my statement. 

The Cuarrman. You are not going through your prepared state- 
ment ? 

Mr. Wituramson. No, sir. 

The CHarrMan. Very well. 

Mr. Wiiu1amson. I would like it made a part of the record, sir. 

The Cuarrman. Very well, it may be included in the record at this 
point. 

(The statement referred to is as follows:) 


STATEMENT OF HuGu S. WILLIAMSON, VICE PRESIDENT, ASSOCIATION OF AMERICAN 
SHIP Owners, RE H. R. 11122 


My name is Hugh S. Williamson. I am an attorney at law and vice president 
of the Association of American Ship Owners. Our offices are at 76 Beaver Street, 
New York, N. Y., and at 1317 F Street, NW., here in Washington. 

Our association is interested in the provisions of H. R. 11122 that relate to the 
chartering of 20 war-built Government-owned tankers. Because the bill involves 
a radical departure from the letter and the spirit of the Merchant Ship Sales Act 
of 1946, we think it should have very careful consideration by this committee. 

The chartering provisions of the 1946 act applied to dry-cargo ships only. 
Tankers were not made available for charter and their exclusion appears to have 
had its origin in the Senate Committee on Commerce which in its report said in 
part: 

“Under the bill there is no provision for charter of tankers. Charter of 
tankers presents a special problem, and it has not appeared desirable to the 
committee to permit charter of tankers, among other reasons, because of the 
possibility of such use of tankers as to be prejudicial to an eventual sale and 
with unfair advantage to a charterer.” 

The language of the Senate bill that restricted chartering to dry-cargo ships 
was approved by the Senate. Later it was accepted by the conference com- 
mittee and eventually it was enacted by the Congress. 

None of the members of our association operates tankers, so we are not in a 
position to testify as to the probable effect on the market of adding the liquid 
cargo-carrying capacity of these 20 vessels to that which already exists in the 
domestie trades. But before acting on the bill, this committee will no doubt 
want full assurance that this additional tonnage can be assimilated without 
demoralizing or disturbing effects. 

The provisions of this bill that are of particular interest to our members are 
those that would make it possible for these Government-owned tankers, char- 
tered on very favorable terms to carry dry cargo and thus to compete with 
privately owned dry-cargo ships in the domestic trades. It seems only fair 
and equitable that owners who purchased ships from the Government under the 
Ship Sales Act or who have built ships since the war should not be subjected 
to the competition of Government-owned ships, and this seems particularly true 
when the Government-owned ships would be made available at charter rates 
substantially below both the current market and rates established by the Ship 
Sales Act. We submit that, at the very least, private owners should have the 
protection that is afforded by section 5 (e) (1) of the 1946 act. That subsection 
was added in 1950 after very careful consideration here and in the Senate 
Committee on Interstate and Foreign Commerce. Originally, all chartering 
authority under the act was scheduled to expire December 31, 1947. But it 
was extended successively to March 1, 1948, March 1, 1949, June 30, 1949, and 
June 30, 1950. As the last date approached, strong opposition to a further 
extension was expressed by those who had made substantial investments in the 
purchase of ships. They pointed out that chartering was intended as a tempo- 
rary, transitional measure. They objected that they had bought in good faith 
and that they should no longer be faced by the competition being offered by 
Government-owned ships under charter. After extensive hearings, the issues 
were resolved in what time indicates has been a fair and equitable manner. 
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At the 1950 hearings, both industry and Government witnesses testified that 
there was a need to put an immediate end to general chartering under the 1946 
act. But, at the same time, it was acknowledged that authority should exist 
which would permit chartering in certain special circumstances that then existed 
or that might well arise in the future. 

The solution adopted was enactment of Public Law 591, Slst Congress, which 

amended the chartering provisions of the Ship Sales Act in important respects. 
After June 30, 1950, war-built dry-cargo vessels owned by the United States 
could be chartered for bareboat use only in a service which, in the opinion of 
the Federal Maritime Board, (1) was required in the public interest, (2) was 
not adequately served, and (3) for which privately owned American-flag vessels 
were not available for charter by private operators on reasonable conditions 
and at reasonable rates. 


Before charters were awarded under the 1950 amendment, the Federal Mari- 
time Board was required to give due notice to all interested parties and to afford 
an opportunity for a public hearing. The Board was then obliged to certify 
its findings to the Secretary of Commerce who was authorized to include in 
such charters such restrictions and conditions as the Board determined to be 
necessary Or appropriate to protect privately owned vessels in competition with 
vessels chartered under the amendment. Finally, it was provided that the 
charters be reviewed annually to determine whether conditions exist justifying 
their continuance. 

Adoption of the 1950 amendment, and the procedure under it, served to quiet 
the complaints that had been directed at the chartering of Government-owned 
ships. Experience indicates that it has worked well, and we therefore think 
that the same conditions should be imposed if Government-owned tankers are 
to be chartered to carry dry cargo. 

For the reasons stated, we earnestly urge that the bill H. R. 11122 be amended 
in accordance with these views. 

The Cuarrman. Do you have any questions? 

Mr. Auten. Mr. Williamson, in those cases where the operator 
desires to build his own vessels and put them in service, but where, 
during the interim period between the time that his plans materialize 
and his own ships are built he wishes to charter Government-owned 
vessels for the interim operation, do you consider that as competition 
with Government vessels just as though the operator was chartering 
more or less permanently ¢ 

Mr. Wiuiamson. I don’t know, sir, but I would like to make this 
broad general observation: I do believe that a proposal such as this, 
that seems almost to fix by legislation the essential terms of a charter 
party, is not nearly as good an approach as if in a particular situation 
the Maritime Board and the Secretary of Commerce should pass on 
those phases or features of any given situation. 

Mr. Atuen. Thank you, sir. 

The Carman. Mr. Boykin? 

Mr. Boyxrn. I have no questions. 

The Cuarrman. Mr. Kluczynski? 

Mr. Kiwezynsk1. I have no questions. 

The Cuarrman. Mr. Van Pelt? 

Mr. Van Perr. No questions. 

Mr. Ray. No questions. 

The Cuairman. Will this operation affect any of your companies? 

Mr. Witi1amson. You heard the representative special appearance 
here by the Luckenbach Co. The only thing he wanted to make cer- 
tain of was that the bill was so worded that it wouldn’t affect him. 

The CuatrmMan. He wanted to divide up the United States so one 
person could operate one place and one could operate another piace. 

Mr. Wiix1AMson. That is one approach, and a rather natural one. 
As long as what you are doing doesn’t affect me, more power to you. 





j 
é 


that 
1946 
exist 
isted 


rhich 
ects, 
tates 
m of 

was 
ssels 
tions 


fari- 
ford 
rtify 
e in 
Oo be 
with 

the 
ying 
juiet 
mned 
hink 

are 


ided 


itor 
ere, 
lize 
ned 
‘ion 
ing 


this 
his, 
rter 
ion 

on 


es? 
nce 
er- 


one 


ne. 
ou. 





| 
i 


amet 


<P ae tr lah ie TN lt At 6 


ene MEE AS Dae a 


tA a 





SALE OF CHARTERS AND CONSTRUCTION OF VESSELS 75 


However, I think the broader approach industrywise is a far more 
fundamental thing. 

Could I have a moment, sir, to address myself to a question you have 
asked several witnesses ? 

The CuarrMAn. Yes. 

Mr. Wiu1AMson. That is, why come in here and always be against 
something and you have nothing to propose yourself ? 

That isn’t exactly true. There is a measure now embodied in 8. 3909, 
I believe it is, in the Senate, I think, which has the unanimous support 
of the domestic trades. It is not as spectacular a program, but I think 
it is basically sound and it offers some hope to all of those engaged in 
the domestic trades. It is put in very much oversimplified terms. 

It would afford to the domestic trade the same tax advantages as are 
now enjoyed by those in the foreign trade and they could set aside 
earnings for ship construction and they could have tax deferment for 
a limited period and in that time, if they did commit that money to 
new construction, it would be tax-free money. That is not a new idea. 
It is 4 or 5 years old, as your distinguished counsel knows. He worked 
on it way back during the long-range bill days. 

However, we hope very much that that can receive the consideration 
of this committee, because there are uniform benefits. Everybody is 
in exactly the same terms and the whole purpose of it is for all people 
to build that type of new boat that is curiously adapted to their 
particular trade. 

The Cuarrman. Are there any further questions? Thank you 
very much. 

Mr. Wuu1amMson. Thank you, Mr. Chairman. 

The CuarrMan. Mr. Prince. 


STATEMENT OF GREGORY PRINCE, GENERAL SOLICITOR, 
ASSOCIATION OF AMERICAN RAILROADS 


Mr. Prince. Mr. Chairman and gentlemen of the committee, my 
name is Gregory S. Prince. I am general solicitor of the Association of 
American Railroads, with offices in the Transportation Building. 

I appear on behalf of the Association of American Railroads, the 
members of which operate more than 95 percent of the class I railroad 
mileage in the United States. 

H. R. 11122 would provide for the chartering of war-built United 
States tankers to be used in the coastwise trade, such chartering to be 
made conditional upon the inauguration of a program of construction 
of new tanker vessels—also to be used in the coastwise trade—and 
such new vessel program to involve the trade-in of old dry-cargo vessels 
for an allowance of credit on the purchase price of the new tankers. 

The charterer would be required to install on the tankers an upper 
deck suitable for the carriage of cargo containers having an aggregate 
capacity of at least 1,000 tons gross weight. 

The new tankers to be constructed would also be required to be 
equipped with an upper deck suitable for the carriage of cargo in 
containers. 

Upon analysis the provisions of the bill are found to represent a 
series of marked departures from the policies heretofore established 
by Congress for the handling and disposition of war-built American 
vessels and for the financing of new ship construction. 
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I would like, first of all, to review the outlines of existing law and 
policy with respect to these matters, and to comment in doing so upon 
the special departures therefrom that would result if H. “R. 11122 
were enacted into law. 

And secondly, to point out the ways in which it is believed that this 
bill would result in harm to the railroad industry. 

The basic legislation covering the disposition of American war-built 
vessels is the Merchant Ship Sales Act of 1946, which was the culmi- 
nation of extended hearings and lengthy consideration by the House 
Merchant Marine and Fisheries Committee and the Senate Committee 
on Commerce. 

The law provided authority for the sale of the war-built merchant 
fleet and established machinery for carrying out the ship disposal 
program. 

Provision was made in the law for the chartering of dry-cargo and 
passenger vessels, but Congress expressed an unmistakable desire that 
whe ‘rever possible the vessels should be sold outright rather than 
chartered, and that authority to charter was granted only to take care 

of situations of unusual necessity. 

Behind this view was the recognition, expressed in the legislative 
history of the act, that the United States Government ought not to 
engage in competition with private business. 

As I have said, the act gave to the Maritime Commission specific 
authority to charter dry-cargo and passenger vessels, but no authority 
was then given. or has since been given, to charter war-built tankers. 

It is reasonable to suppose that the failure to authorize the charter- 
ing of tankers reflected a deliberate determination by Congress that, 
as a matter of policy, such — a not to be chartered at all. 

At the end of World War I, the Government owned hundreds of 
war-built tankers and a great many of them were sold under the pro- 

visions of the Merchant Ship Sales Act of 1946. It is understood 
that there are between 30 and 40 tankers now in the Government- 
owned merchant fleet, and presumably these are available for purchase 
under existing law. 

ny reason can be discerned why the tankers still in surplus should 
not be sold outright rather than chartered, or why the long-standing 
policy against any chartering of tankers should be reversed. 

in’ 1950 Congress amended the provisions of the Merchant Ship 
Sales Act relating to the chartering of war-built vessels by imposing 
stringent limitations on the chartering power. Under this amend- 
ment wi ar-built dry-cargo vessels may be chartered for eaabent use 
in any service which, in the opinion of the Federal Maritime Board, 
is required by the public interest and is not adequately served, and 
for which privately owned American-flag vessels are not available for 
charter by private operators on reasonable conditions and at reason- 
able rates for use in such service. 

Provision is made that no charters shall be made by the Secretary 
until due notice shall have been given to all interested parties, an 
opportunity shall have been afforded for a public hearing on such 
charters, and the Board shall have certified its findings to the Secre- 
tary of Commerce. 

With definite view to limiting and discouraging the extension of the 
term of charters, the law also provides that the Federal Maritime 
Board shall review annually all such charters and make separate rec- 
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ommendations to the Secretary of Commerce for the purpose of de- 
termining whether conditions exist justifying continuation of the 
charters. 

By amending the law in this way, Congress was clearly placing cer- 
tain safeguards around the exercise of the char tering power for the 
protection of the public interest and the Government. 

Under H. R. 11122, none of these safeguards would apply in the 

case of the proposed ‘tanker charters. ‘There would be no require- 
ment for the Federal Maritime Board to determine whether existing 
service is adequate; whether privately owned vessels are available for 
charter by private operators, no requirement of due notice to in- 
terested parties ; no opportunity for a public hearing, and no annual 
review of charters to determine whether their continuation will be 
in the public interest. 

H. R. 11122, incidentally, prov ides for the chartering of tanker ‘rs 
for 5-year periods, while, as I have indicat ed, the provisions of t! 
existing law clearly manifest a policy against long-term charter 
arrangements. 

Under existing law, as I understand it, every charter shall pro- 
vide for the payment to the Government of one-half of the charterer’s 
profits above a certain reasonable amount as additional charter hire. 

Also, in the awarding of charters, the Secretary of Commerce under 
existing law is to take into consideration on the charterer’s financial re- 
sources and credit standing, practical experience in the operation of 
vessels, and any other factors that would be considered by a pru- 
dent businessman in entering into a transaction involving a large in- 

vestment of his capital, and shall refrain: from chartering Govern- 
ment-owned vessels to any persons appearing to lack suilicient cap- 
ital, credit, and experience to operate vessels successfully over the 
period covered by the charter 

lf these provisions of existing law are sound as applied to the charter 
of dry-cargo vessels, surely they should apply to the charter of tank- 
ers. Under H. R. 11122, however, they would not do so. 

Perhaps the most significant provision in H. R. 11122 is that relating 
to the amount of charter hire. This is fixed at a rate of 15 percent 
per annum of the statutory sales price of such tanker computed in 
accordance with the provisions of avon 4 3 (cd) of the Merchant Ship 
Sales Act of 1946, but without regard to the last two sentences of 
section 3 (d). 

The omission of the last two sentences of section 3 (d) is import- 
ant. Under section 3 (d) of the Merchant Ship Sales Act the statu- 
tory sales price of a war-built vessel is a certain percentage of the 
prewar domestic cost of a vessel of the same type. 

In the case of a dry-cargo vessel, this is 50 percent of the prewar 
domestic price, and in the case of the tanker it is 8714 percent of the 

prewar domestic cost. 

From this figure is subtracted an amount representing normal de- 
preciation at the rate of 5 percent per year from the date of the 
original delivery of the vessel by the builder, and additional amounts 
up to 4 percent per annum may be subtracted for periods of war 
service which may have resulted in excessive wear and tear of the 
vessel, 
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It is obvious that this is a most generous formula from the stand- 
point of the purchaser. 

Most industries would have felt that they had been the recipients of 
most generous treatment had they been able to get their equipment in 
the post war period at the full prewar price, much less at an additional 
discount below that cost. 

Accordingly, in order to keep the operation of this formula from 
resulting in a complete ; giveaway a floor was established. The last two 
sentences of section 3 (d) place a floor, or minimum, under this down- 
ward adjustment of the statutory sales price by providing, with respect 
to tankers, that no adjustment shall be made that will result in a statu- 
tory sales price of less than 50 percent of the domestic war cost of tank- 
ers of the same type. 

A floor of a different percentage of domestic war cost is placed under 
the statutory sales price of vessels other than tankers. 

“Domestic war cost” means the average construction cost, as deter- 
mined by the Federal Maritime Board, of such vessels delivered in 
1944. 

“Prewar domestic cost” means the amount, determined by the Fed- 
eral Maritime Poard, for which a vessel of such type could have been 
constructed in the United States on or about January 1, 1941, but in 
no event more than 80 percent of the domestic war cost of such a vessel. 

The statutory sales price is the figure, under existing law, from which 
the rate of charter hire is computed. 

Under section 3 (d) of the Merchant Ship Sales Act, the rate shall 
not be less than 15 percent per annum of the statutory sales price— 
except upon the affirmative vote of not less than 4 members of the 
Federal Maritime Board. 

If section 3 (d), relating to the determination of statutory sales 
price, applies in its entirety, there is a floor below which the figure on 
which the charter rate is based cannot go. 

If the last two sentences of section 3 (d) are omitted, as proposed 
under H. R. 11122, there will be no floor under the base figure, and it 
will almost certainly be smaller. 

Fifteen percent of a smaller figure will produce a smaller rent. 

By way of illustration, let us consider the different amounts of 
charter hire that would be paid for the same tanker, first, on the 
assumption that its rent will be based on a statutory sales price having 
a statutory floor, and, second, on the assumption that its rent will be 
based on the method proposed by the pending bill in which there will 
be no statutory floor. 

The following computation is based on the case of a hypothetical 
T2-SE-A1 tanker, constructed January 1, 1944, and chartered Jan- 
uary 1,1956: 


H. R.11122 | Ship Sales 








Act 
Domestic war cost 7 ; . se ia edd cas $3, 000, 000 | $3, 000, 000 
Prewar domestic cost ; 2, 300, 000 2, 300, 000 
Unadjusted statutory sales price !__- aiiatbi , id 2, 000, 000 2, 000, 000 
Depreciation (12 years at 5 percent) ; 1, 200, 000 1, 200, 000 
Base price for computation of charter rate -_- _ - J ; 800, 000 21, 500, 000 
Charter rate (15 percent per annum) 3 120, 000 225, 000 
8744 of prewar domestic cost (rounded). 


2 Floor price, 50 percent of domestic war cost. 
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As you see, under H. R. 11122, the base price for computation of the 
charter rate would be $800,000, whereas under the Merchant Ship 
Sales Act as it is today that figure would be $1,500,000. 

Naturally, the charter rate computed on that basis will be mate- 
rially lower under the bill you have before you than under the Mer- 
chant Ship Sales Act. 

Under the method provided by the Merchant Ship Sales Act for 
computing the statutory sales price of tankers, the annual charter 
hire would be $225,000. 

Under the provision of H. R. 11122, omitting the last 2 sentences 
of section 3 (d) in arriving at the statutory sales price, the annual 
charter hire would be only $120,000. 

Thus, by the proposed modification of the statutory formula, the 
charter hire would be cut almost in half. 

All in all, this bill would constitute a drastic about-face in the Gov- 
ernment’s policy with respect to the treatment of war-built tankers 
in relation to dry-cargo vessels and with respect to chartering tankers 
as opposed to selling tankers. 

Today tankers ec: annot be chartered at all and their statutory sales 
price is 75 percent higher than for dry-cargo vessels. 

Under the proposed bill the relationship between the statutory sales 
price of the two types of vessels would be unaffected for the purposes of 

sales, but for the purposes of calculating the charter rent the relation- 

ship would be completely reversed and the statutory sales price of a 
dry-cargo vessel would be 31 percent greater than the statutory sales 
price of a tanker of the same domestic war cost. 

Quite naturally also this completely reverses the policy of encour- 
aging the sale of war-built vessels as against chartering them insofar 
as tankers are concerned. The strongest sort of a case would have to 
be made to justify this complete about-face and we do not think such 
a case has been made. 

Continuing consideration of this bill, in order to charter 2 of the 
war-built tankers—which must be chartered in pairs or in multiples 
of 2—the charterer must agree to cause to be constructed in a United 
States shipyard a new dual-purpose cargo tankship. 

For each new cargo tankship to be so constructed, the charterer 
may trade in two dry-cargo vessels for an allowance of credit to be ap- 
plied to the price of the new vessel. The necessary qualifications of 
dry-cargo vessels are prescribed and it is provided that the allow- 
ance of credit to be fixed by the Secretary of Commerce shall be an 
amount not less than the fair-market value for a comparable vessel 
if such comparable vessel were to be sold for operation under foreign 
registry or flag. 

Whatever price such a vessel would bring in a foreign market would 
presumably be the amount of the trade-in allowance. How this would 
or could be determined is not made plain. 

In any event, the standard is a vague and uncertain one. 

The Merchant Marine Act, 1936, as amended, contains provisions 
relating to the trade-in of obsolete vessels for the allowance of credit 
on the “purchase price of new vessels, in which more comprehensive 

criteria are furnished for determining the reasonable value of old 

vessels to be traded in for credit. 

Section 510 (d) provides that an obsolete vessel may be traded in to 
the Maritime Board for an allowance representing the fair and rea- 








80 SALE OF CHARTERS AND CONSTRUCTION OF VESSELS 









sonable 


Board. 





value of the vessel as determined by the Federal Maritime 
In making such determination, the Board shall consider : 
1. The scrap value of the obsolete vessel in American and in for- 
eign markets; 
2. The depreciated value based on a 20-year life; and 
The market value of the vessel for operation in the world 
trade or in the foreign or domestic trade of the United States. 

All 3 of these factors are to be considered by the Board, rather than 
1, and most of them deal with matters susceptible of proof and verifi- 
cation within the United States. 

The discard of this carefully devised formula in favor of the one 
proposed can only be explained on the ground that the proponents of 
this measure believe that it will result in a much higher trade-in 
allowance 

Section 510 of the Merchant Marine Act, 1936, was amended in 
1952 by the addition of subparagraph (h), which deals specifically 
with the trade-in of old vessels for an allowance of credit to be applied 
on the purchase price of new tankers. 

In this case, however, the old vessels to be traded in are also tankers, 
unlike the present bill in which dry-cargo vessels are to be exchanged. 

The allowance of credit under section 510 (h) is to be determined by 
reference to the multiple criteria of section 510 (h), which I have 
mentioned. 

This law also contains added protection against windfalls. It is 
provided that in no event shall the amount of credit allowed for a 
traded-in tanker exceed the price paid by the owner for such tanker, 
plus the cost of any additions or betterments to the tanker capitalize d 
by such owner and allowed for income-tax pur poses. 

This measure, which contains no such provision, would permit the 
trade-in of old dry-cargo vessels for an allowance of credit that might 
be greatly in excess of the price paid by the owner, and the resulting 
windfall would clearly constitute a subsidy. 

Section 510 (h) now provides that if the tanker to be traded in was 
acquired by the owner under the Merchant Ship Sales Act of 1946, 
the amount of the allowance shall be the depreciated statutory sales 
price, plus the depreciated cost of any improvements added by the 
owner. 

Under this measure it is specifically require d that a dry- ‘argo \ essel 
to be traded in shall be a war-built vessel as defined in the Merchant 
Ship Sales Act of 1946, so it would be entirely possible for an owner 
to trade in dry-cargo vessels that had been originally purchased under 
the Merchant Ship Sales Act for a price representing a substantial 
bargain, and to obtain by way of trade-in a much larger ainount based 
on the alleged value of the vessel in a foreign market. 

Congress was vigilant to prevent such a giveaway in ee the 
tanker trade-in amendment to the Merchant Marine Act t in 1952, and 
it should be equally vigilant today, particularly ens as here, any 
element of subsidy will have harmful and unwarranted effects on their 
unsubsidized competitors. 

As I have pointed out, this measure appears to involve a substantial 
possibility that the operations of direct competitors of the railroads 
will be subsidized in two distinct ways. One subsidy would result 
from excessively low charter-hire rates for the chartered tankers, as a 
result of the method proposed for the computation of charter hire. 
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The second would result from an excessive trade-in credit. on the 
dry-cargo vessels exchanged for an allowance of credit to be applied 
on the purchase price of new tankers. 

We cannot point out just how great the subsidy provided by this 
bill will be, but the very fact that the su bsidy 1s a hidden subsidy and 
that its size is uncertain and indeterminate makes this measure 
unsound. 

We say further that it is unsound because it is contrary to the 
national tr apapertatis n policy declared by Congress. 

One of the prime objectives of that policy is to preserve the inherent 
advantages of eac ‘+h form of transportation. 

Subsidy to one form of transportation gives it an artificial advan- 
tage and permits it to attract traffic through the ‘a ition of prices 
that do not have to reflect the true costs of providing the transporta- 
tion services. 

The vessels that are to be chartered and the vessels that are to be 
built pursuant to this measure are to be equipped to handle containers 
or trailer bodies car ‘vying the kind of trathe that from the railroad 
point of view is the m .ost vulnerable to competi ition. 

It is not in the public interest to promote the movement of such 
trafiic by a means of transport that may naturally and inhé rently be 
the most expensive for handling that type of traffic. 

The only way in which to determine which ripued of transport is 
the cheapest and best for such traffic 1s to let each p: r all of its costs, 
price its service accordingly, and then let the ship per decide, price 
and service considered, which is the best to meet his needs. 

lf a combined cargo-tank ship is truly an economic and efficient 
combination vessel entitled to form a part of the atieol transporta- 
tion system, as it may well be, it will do so without further subsidy 
or artificial stimulus as contemplated by this bill. 

It seems to me that domestic shipping which is already the bene- 
ficiary of numerous Government aids such as mortgage insurance, 
mortgage aid, trade-in allowance, construction reserve fund, et cetera, 
should not be promiscuously subsidized at the behest of the intended 
rec ipients. 

Subsidy does not fit into the free enterprise system. The only 
exceptions now recognized as having any v: alidity are in the case of 

infant industries for a temporary period and where urgently needed in 
the interest of national defense. Neither exce} ption will justify the 
subsidy conte nop ated by this bill. 

Certainly shipping is not a new industry and the desire to intro- 
duce a newly designed piece of equipment doesn’t convert the shipping 
industry into an infant industry. 

As to the national-defense argument, you have only to recall the 
experience of the last war to be convine ed that it would be unsound to 
stimulate artificially the handling of domestic traffic by coastal vessels 
In peacetime. 

Coastwise and intercoastal trade ceased altogether shortly after the 
war started and all of the traffic that had been handled in that manner 
was precipitately dumped on the railroads. 

The same thing would no doubt happen again in case of another 
war. 

The less of such traffic that the railroads handle in peacetime, the less 
prepared they are in terms of equipment and motive to handle the load 
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that is placed upon them in greater proportion than any other form of 
transportation in time of war. 

For the reasons set forth above we most respectfully urge that your 
conunittee not act favorably with respect to H. R. 11122. 

That completes my statement. 

The Crairman. Mr. Boykin ? 

Mr. Boykin. No questions. 

The Cuatrman. Mr. Tollefson ! 

Mr. Totierson. You make the statement on the last page: 


Subsidy does not fit into the free enterprise system. 


Congress has for a number of years recognized the necessity of sub- 
sidizing ship ing in the interest of national defense. Do you question 
that policy of Congress with respect to shipping? 

Mr. Prince. Mr. Tollefson, I have this feeling about that: Witl 
respect to foreign trade, the handling of goods in our foreign com- 
merce, where our vessels must come into competition with foreign- 
built vessels and vessels that are manned by foreign crews paid sub- 
stantially lower wages than the men serving in our “merchant mar ines,. 
that there is a justification for it. 

We have to have a merchant marine in the interest of national. 
defense and they are faced with unfair competition. 

I think it is<« ertainly part of wisdom for the Government to see that 
our merchant marine has an opportunity to compete with the vessels 
of foreign flags and I don’t question that at all. 

Mr. Totterson. So your statement is a general one with that 
exception ¢ 

Mr. Prince. Certainly, sir; and as it relates to our problem here it 
deals with domestic shipping, merchant marine for the purpose of 
handling our domestic traffic. 

I think that you do more harm in the long run from the standpoint 
of national defense if you build up artificially any form of trans- 
portation beyond the limits that it can efficiently and economically 
conduct those operations in competition with other forms of trans- 
portation. 

I do not believe you serve national defense in the long run if you 
do that. If you build up the merchant marine to handle domestic 

cargoes through Government help and not by reason of their inherent 
disteney and “ability to handle those movements in competition with 
the railroads or any other form of land transportation you are not 
building up something that strengthens our transportation system, in 
my judgment. 

Mr. Totterson. I am glad you make an exception in the case of 
our foreign-operated vessels, or our offshore merchant marine. 

A number of years ago we heard quite a bit of testimony—maybe 
a lot of it was in the nature of allegations—with respect to the rail- 
roads having run the coastal operations out of business because of 
certain freight- rate regulations that were permitted by the ICC. 

For instance, I can recall a number of years ago out on the west 
coast when we had quite a bit of coastal shipping that practically 
disappeared because under ICC permission the railroads were able 
to charge a different rate running up and down the coast than they 
were permitted to charge running inland. 

Have you anything ‘to say about that? Was that the case, or not? 
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Mr. Prince. That is a subject that I must say that I do not think 
I am qualified to go into. It is a pretty involved technical question. 

The Interstate Commerce Commission approved the rates that 
were put into effect by the railroads. They found that they were not 
destructive competitive rates, they were not unfair rates, that they 
met the standards of the act, and I can only say that we sincerely 
feel that the rates that were put in were justifiable rates under the 
system under which we operate. 

Mr. Toxtierson. Were the rates that were established designed to 
put the railroads in a better competitive position as regards the com- 
panies shipping ? 

Mr. Prince. Undoubtedly we put in, or seek permission to put in 
so-called competitive rates that may be lower mile for mile where 
those rates are for movements that are competitive with water trans- 
portation. It is not limited just to water transportation. 

We seek permission to put in reduced rates for movements that are 
in competition with the trucks, and it is all part of the system that 
= think is necessary for survival of a strong, healthy, and a national 

transportation sy stem. 

After all, the railroads do constitute in a broad sense the only true 
common carriers in this country for serving domestic commerce. We 
are the only form of transportation that can carry all the different 
types of goods that must move in this country, and we feel that our 
competitors, because they are unable to handle but certain kinds of 
commodities and certain movements, in effect are really picking and 
choosing the traffic that they deal in. 

It is an inherent deficiency in their mode of transport. We have to 
handle all of these kinds of goods and we have to be able to compete 
against these specialized forms of transportation, and we have to be 
able to meet their price. That is what motivates us in doing that. We 
think it is necessary. 

Mr. Totierson. In other words, your rates are not based entirely 
on what it actually costs you to move an item, or items; you take 
into consideration the necessity for competing, say, with buslines? 
Whereas you might charge a certain rate for carrying an automobile 
in one area, in another area you charge a different price so that you 
might be able to compete with tr ucklines ; ; is that not true? 

Mr. Prince. We are getting, I think, into such technicalities I hesi- 
tate to answer that categorically. I am not trying to dodge your 
question, but I just don’t know enough about the technical method of 
making rates to answer your question, frankly. 

Mr. Touterson. For instance, out in our area, unrelated to auto- 
mobiles, we get a lot of complaints that it costs more to ship items 
into, say, a certain part of the State of Washington or into the State 
of W ashington, than it costs to ship the same item some other place, 
so that competitively people in the State of Washington are at a 
disadvantage. 

Are you familiar with that kind of situation / 

Mr. Prince. Frankly, I am not, sir. 

Mr. Totierson. I am not here to pick on the railroads, but when 
you are talking about the cheapest, and the best, and the quickest, there 
are other factors that enter into it, too. 

Mr. Prince. There are many factors that enter into it. 
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We think basicaily that you are going ‘to have the best transporta- 
ion system for this country as a W hole ‘if to the extent possible you 
leave to those various modes of tr uisporti ition the total cost of pro- 
ducing transportation by themselves, and not have the Government 
support it and pay for part of it, and subsidize any given form of 
transportation. 

You are only kidding yourself when you think that makes cheap 
transportation. It isn’t cheap transportation. It is merely trans- 
ferring part of the legitimate cost of transportation to the taxpayer. 

Mr. Totuerson. I was not here at the outset of your statement, but 
as I gather, you have two basic objections, aside from general ones. 

One, the charter hire is too small under this bill, and the trade-in 

alue of the vessel would be too high: is not that about it ? 

Mr. Prince. That is about it : yes, sir. 

Mr. Totierson. That isall, Mr. Chairman. 

The CHamman. Pursuing your inquiry just a step further, the 
witness does set himself up as an expert in comparing waterborne 
transportation to rail transportation. 

I take it that the witness admits that. 

Mr. Prince. Mr. Chairman, I cannot say that I am an amen on 
that. I will answer to the best of my abilte any of your questions. 

The Cuamman. Mr. Tollefson went so far in the competitive fight 
between the railroads and the coastwise steamship operations. He 
went so far and stopped. 

Is it not a fact that when the waterborne rates were put under the 
Interstate Commerce Commission they were raised to almost equal 
the rail rates and naturally a shipper preferred to ship by rail because 
of the greater speed and that eliminated the competition that was 
otfered coastwise peng: 

a Prince. Mr. ¢ vhairman, based on general information, I have— 
and I sincerely say that I don’t know much about the details of this— 
it is my understanding that coastal shipping did diminish materially 
as a result of the rates established by the railroads. 

The Cuairman. Is it a fact, then, in the matter of service that was 
formerly offered to coast cities the service now is deteriorating ? 

Mr. Prince. What service was that, Mr. Chairman? I didn’t hear 
what service you said. 

The Cuamman. They drove out the coastwise shipping. The rail- 
roads then took up their feeder lines to those smaller ports and now 
where they formerly had a choice of competitive carriers they are now 
left dependent ‘a irely on trucks 

Mr. Prrxcz. I do not think there has been a great deal of that. 
There has been some. 

The Ciairman. You have not traveled around much, then ? 

Mr. Poor. I do not believe there has been a great deal. 

The CHarrMan. In my own congressional district I can name you 
three ¢ tie sin which that has happened. I can name you more than 
that. 

Mr. Prince. It is true that it has happened far more than we 
would like it to have happened, Mr. Bonner. 

The Cuarman. You did not try to keep abreast of the times in 
improving railroad service. You tried to eliminate railroad service 
and just build your main line, and the service to the smaller com- 
munities you just disregarded. Is not that correct ? 
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Mr. Prince. I don’t think so, sir. 

The Cuairman. Is it not a fair statement ? 

Mr. Prince. I don’t think so, sir. 

The Cuarrman. Then you never have gone out and looked at these 
smaller places that dried up because you took up your feeder line 

railroads and then the competition of railroads with waterborne 
transportation drove out the waterborne transportation. 

You had all the passenger traflic at one time. 

Mr. Prince. Well, certainly. 

The Cuamrman. You did not improve service. You just kept carry- 
ing people in old dilapidated cars until the trucking industry came 
along and the bus industry came along, and you just made the state- 
ment that you did not care much about the service to small com- 
munities. Is not that a fact ? 

Mr. Prince. If I made such a statement— 

The CuairmMan. I do not mean you did, but the industry did. 

Mr. Prince. Mr. Chairman, I don’t know. 

The Cuarrman. They made it to me when I objected to the taking 
up of some feeder lines that really served a purpose. 

Mr. Prince. We are far from perfect as an industry and I recog- 
nize that. We have a lot of faults and a lot of deficiencies. 

The Cuarrman. What I said is historically true and it is regrettably 
true. 

Mr. Prince. I am sorry that there are those deficiencies, but I think 
every industry fails to do what generally other people think they could 
do. 

The CuarrMan. I realize that the cream of the business is the long 
haul and that the overall service to the smaller community is not so 
profitable, but the thing here is: We are not trying to put a burden on 
someone else; we are trying to add another means of transportation 
that formerly existed and formerly was a very lucrative form of 
transportation, which has just been driven from the market through 
this competition, wherein the coastal shipping found itself in an 
unfriendly jurisdiction and just was driven off the market by the 
condition that has been discussed here. 

Mr. Prince. Mr. Chairman, there are other ways that that problem 
could be looked at, too. Perhaps the intercoastal shipping itself had 
not displayed the degree of life and vigor that it should have and it 
was not furnishing the service at the rate that commanded the shippers 
to use that form of transportation. 

The Cuarmman. I agree with you, but here you get something new. 

Mr. Prince. I agree with you. 

The Cuamman. Here is something new. 

Mr. Prince. I think you have something new and I think you prob- 
ably have something that is efficient and will find a proper place in 
our system of tr ansportation. 

I do not think that we can help but recognize that these people 
have come up with something that is going to be able to meet the test 
of competition. 

I am not trying to stop that. All I am saying is if they have some- 
thing that does meet those tests they can do it by paying a fair price 
for their ships and by doing it on their own, and it doesn’t take the 
Government to put in a subsidy to make it stand up. 
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The CuatmrMan. I agree with you. We do not want to cause any 
ereat windfall to anyone, but we must take into consideration that in 
this proposal there is assurance of building that will strengthen not 
only the coastal ship operation and intercoastal operation, but the 
national defense. 

Here is something that we have been offered and this committee is 
diligently trying to develop ways to strengthen our peacetime in- 
dustry as well as to preserve and protect wartime industry and the 
national defense. 

Mr. Prince. I certainly don’t question that for a moment, Mr. 
Chairman. I know that this committee is approaching this problem 
sincerely with those interests in mind. 

I merely want to ask you to have before you these other considera- 
tions. 

The Cuatrman. It is true—I was here when we wrote the Ship Sales 
Act—things have come to pass now that were not in view at that time. 

Of course, we all progress and move on to the other fields. 

As to whether or not the proposal will affect those who have already 
entered into the ship-sales agreements, you heard the national defense 
people testify that they are going to put these MSTS tankers back 
In operation so that competition by the Government in what might be 
termed “a socialistic operation” will be just as great as if it were 
handled by this private industry, and the committee today is asking 
and requesting the Secretary of Commerce to hold in abeyance the 
determination of delivering these ships to MSTS, until this question 

can be settled. 

The Chair feels it is a fair request to make. 

Mr. Boykin? 

Mr. Borxrn. I have no questions. 

The CHatrman. Mr. Allen? 

Mr. Auten. Mr. Chairman, Mr. Prince, I was very interested in the 
last long paragraph of your statement. It starts out: 

Subsidy does not fit into the free enterprise system— 


and then notes the two exceptions. 
Then you have the sentence: 


Neither exception will justify the subsidy contemplated by this bill. 


That statement I think is the meat of the thing, whether your 
judgment is right or somebody else’s. Is not that about right ? 

Mr. Prince. I guess that is right, Mr. Allen. That is my judg- 
ment, as I have tried to explain it here and the reasons for it. 

Mr. Auuen. If I had your job that would be my judgment, too. 

However, going on a little further you point out that: 


The coastwise and intercoastal trade ceased altogether after the war started 


and all of that traffic that had been handled in that manner was precipitately 
dumped on the railroads * * * 


and that— 
The same thing would no doubt happen again in case of another war. 


The reason it was dumped on the railroads was that 100 percent of 
the ships were taken by the Government for operation in the war effort; 
is not that right ? 

Mr. Prince. I would say probably a combination of reasons, as I 
understand it; that one principally, and the submarine activity was 
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such that they could not afford to risk using ships for movement for 
which there was a substitute in the form of land transportation. 

Mr. AuLEN. I do not remember that any ships were kept in port by 
the submarines. It seems to me that everything that was floatable 
was out carrying men or munitions, or some war supplies. 

Mr. Prince. I wasn’t, I don’t think, disagreeing with it at all. 
I was saying that cert: singly they would be used in the overseas move- 
ment of ‘xoods, because that is a far more important use for them. 

We had a greater need for them for that, and particularly where you 
had a substitute for the service in which they had formerly been 
employed. 

Mr. Auten. That isexactly the point. If we follow your philosophy 
and do not build up a coastwise and intercoastal service, and we do 
have another war, where does that reservoir of ships come from 4 

Mr. Prince. I think you have to build up your merchant marine 
for the purpose of handling foreign trade, as far as you think is 
necessary. 

The armed service may perhaps have to keep and maintain a res- 
ervoir of ships that will be adequate to give us that reservoir. 

Mr. Auten. There you get into another problem. We have had the 
testimony—and it is easy to demonstrate—that a ship in operation 
with its necessary facilities ashore to keep it in repair, to make and 
direct it, to insure it, to husband it, and to service and supply it, is far 
more valuable than a ship in the laid-up fleet, and as a matter of 
preparedness I think it is true that unless you have these organizations 
fully integrated and operating which can devote their services to 
wartime need as a continuation of their peacetime operations, you do 
not have a ready preparedness. 

I would be a little inclined to agree with you more if you would 
suggest a substitute way of getting 10 tankers in operation and keeping 
them close to availability. 

It seems to me that this committee has the duty to judge how much 
money ought to be spent as the investment of the Government in 
having the ships it is going to need in operation. 

If that isa subsidy, maybe that is a little different type of subsidy 
than you have in mind. If you do not do something like that what 
do vou do to get the ships ? 

Mr. Prince. I must say it is a pretty difficult problem and I surely 
don’t sit here and pretend to have the answer to it. 

I do ask, though, that you bear in mind and that you seek an answer 
to it that does not involve these consequences that in my judgment are 
definitely harmful to the national defense. 

Chere isnt’ any question but what you have to have a strong, healthy 
r silead industry for time of national emergency. 

In the last war the proportion of intercity business handled by the 

railroad jumped way up, while the proportion of total intercity 
business handled by other forms of transportation went down. That 
means that the railroad industry, for one thing, has a greater flexibility 
than other forms of transport in its ability to handle more goods than 
it does under normal conditions with less additions to equipment, and 
motive power, and so forth, and there are other things that enter into 
it, such as, of course, the gas rationing on the trucks, but vou have to 
keep a strong, healthy railroad industry, I think, from the standpoint 
of national defense. 
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You have to strike a balance somewhere. You shouldn’t subsidize, 
in my judgment, your merchant marine for purposes of domestic 
shipping to the point where it will take a lot of business that it could 
not handle economically without that subsidy away from the railroads 
so that they will not be preparing in peacetime to handle that and 
then in time of emergency dump it back on them and say, “Handle 
that along with the increase from the waterload.” 

It just takes a balancing of those various considerations. 

Mr. Auten. Thank you, sir. 

The CuatrmMan. Mr. Allen, I take it you pointed out the fact that 
the national defense took all these coastal ships and sent them abroad, 
and practically eliminated the coastal operation during the war and 
the interior operation on water. 

Mr. Auten. The point in a sense is that when the war dumped all 
this business on the railroad it dumped all the overseas business on 
the ships that could go there and eliminated them from their own 
business. 

Mr. Prince. That is quite true. 

Mr. Auten. And they never got back into it. 

Mr. Prince. I certainly don’t deny that. 

The CHatrMan. Mr. Seely-Brown. 

Mr. Srety-Brown. I would like to pursue a little bit the question- 
ing that Mr. Bonner raised. 

As I understand, sir, you said in response to a question by Mr. 
Bonner, or Mr. Tollefson, that the railroads were probably the only 
general carrier that we had. 

How did you get into that position? Did not a subsidy put you in 
there to start with when the Government gave you the land to build 
your line? 

Mr. Prince. Mr. Seely-Brown, the railroads were given grants of 
land at the time of the expansion of this country to the West. There 
isn’t any doubt about that. It isa fact. 

There also isn’t any doubt about the reasons for it. The Govern- 
ment wanted to see this country expanded. They wanted to open up 
the West. There was no business out there. There was nothing to 
justify a railroad or any group of enterprising citizens in putting up 
the money to build a railroad out into nothingness. 

They at least needed donation of this land which had very little 
value at that time, but, remember, even so, it was not a straight out- 
and-out donation of land. 

It was a bargain for which the Government obtained the right to 
move its goods over the railroad at half of the normal fare and as a 
result of that bargain they got back far more money in savings on 
transportation costs than the value of the land that they gave to the 
railroads. 

If you figured it on the basis of the value with compound interest 
from the days back in 1840 and 1850, when that land was being given 
to them down to the time when Congress repealed the land-grant laws, 
the Government had still gotten more money out of it than they gave 
to the railroads. . 

Mr. See.y-Brown. We have, for instance, the highway bill which 
in one form or another is about to become law. Is not that highway 
bill going to aid some competitors of the railroads? : 
Mr. Prince. It most assuredly is. 
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Mr. Srety-Brown. But you would not object to the highway bill in 
the broad national interest, would you? 

Mr. Prince. I wouldn't object to the highway bill. We advocated 
before the committees of Congress what we thought that highway bill 
should contain in the way of some reasonable requirement that the 
people who are going to use those highways for business purposes 
should pay for that use. 

We feel that there should be user charges imposed in the form of 
adequate taxes on the trucks. We advoc: ated that and gave our reasons 
for it. We didn’t oppose the highway legislation. 

Mr. Seeiy-Brown. Then I cert: unly would like to associate myself 
with the remarks that our chairman made, and that is, Do you feel that 
the railroad, because of its position and the authority and grants, 
where it runs a basic monopoly in many areas, should maintain its 
feeder lines even though they may not be making the same profit 
that the main lines show ? 

Mr. Prince. I would have to disagree with one of your premises, 
if I may, before answering the question. I want to find the spot in 
this country where we have an out-and-out monopoly. 

Mr. Sreiy-Brown. I do not know too many other railroads that run 
in my district, other than the New York, New Haven & Hartford. 

Mr. Prince. I don’t mean monopoly from the standpoint of other 
railroad competition. Surely there are situations like that. I mean 
other forms of transport that now so cover this country that there 
is no place that is a monopoly to a railroad. 

There are trucking concerns serving every single city that is served 
by the railroads, and many of them, ‘of course, are located on water- 
ways. They may have inland w ater ways or they may be available to 
coastal shipping, but there isn’t any monopoly. 

Whether you should maintain that feeder is just a question you can 
answer as a businessman and, of course, that decision of yours has to be 
supervised by the Interstate Commerce Commission in the general 
public interest, and there comes a time when the Interstate Commerce 
Commission will say, “We think, in the overall public interest, that 
that is too much of a load for the rest of the systems to carry. You 

‘an abandon that line. They have reasonable service from other forms 
of transport. It is because they are using those other forms of trans- 
port to the extent they are that you don’ t have the business that will 
give it reasonable support, and we think, in the public interst, you 
should abandon it.’ 

This other situation is where they may say, “No, you are not making 
as much money out of this as you are out of the rest of the property. 
Perhaps you are losing a little, but we think that, in the a interest, 
you should continue to provide that service,” and we do that. 

You can’t answer those things in broad generalities. Each situa- 
tion is a different one, and I certainly feel that the Interst: ate Com- 
merce Commission is fully aware of the importance of protecting the 
public interest when they go into each such question. 

Mr. Srety-Brown. I certainly do not want to pick a fight with the 
railroads, but in general sense I have felt that they have not given 
the service either on a passenger basis or a freight or express basis 
that the public demands, and that is why your trucking industry h as 
grown the way it has, and that is why I would like to see coastal service 
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come back to life because maybe that competition is going to be good 
for everybody. 

Mr. Prince. If that is the case and we are so dead on our feet, 
why does the Merchant Marine need a Government subsidy to be able 
to lic ‘k us? 

This country wasn’t built up and made strong by having the Gov- 
ernment take care of it from the cradle to the grave. If they have an 
idea that is sound and efficient, and I am not sure but what they 
haven't, they can get the money to do it without Government subsidy 
and they will be able to handle the traffic, and more power to them. 

The CHarrmMan. Let me inform the witness that this committee 
has had before it two proposals to make it possible to have large 
super-tankers. One was the direct building by MSTS of tankers. 
The other was a guarantee of charters, of contracts, by MSTS, which 
contracts would enable the contractor to build tankers. We had that. 

If this did not offer some addition to that subject, this committee 
would not be even considering it. I would not have brought it before 
this commitiee. However, here comes pioneers, new operators with. 
a vision, that say, “For what you have over here which you are not 
using, 1f you will let us have it for a period of time, we will build 
the very tankers that the national defense desires.” 

Mr. Sre.y-Brown. With private money. 

The CHarrmMan. With private money. That is the question before 
this committee. It may be that the proposals made in this bill as to 
charter rates and so forth are a little excessive, and the committee 
is glad that industry and others have brought that to our attention; 
but the prime thing is that here are new people that offer to build 
with their own money, with no subsidy whatsoever, the very tankers 
that we have been, from time to time, encouraged to find some way 
to produce with Government money or otherwise. 

Now, that is it. I appreciate that. 

Mr. Boykin. Mr. Chairman, I want to ask one question when they 
vet crak 

The CHarrMan. You may ask it right now. 

Mr. Boykin. Mr. Prince, I am surely glad to see you. 

Mr. Prince is from Mobile, Mr. Chairman, and I love him and think 
he is doing a fine job. I knew his father and grandfather who built 
the Alabama, Tennessee & Northern Railroad. I was a waterboy on 
that railroad and got to be treasurer later. 

The chairman hit on something which was pretty interesting. 
That was that Lord knows that they tried to tear both of them up, 
and I fought with all the strength I had. We did save the Southern 
Railroad, and now it is paying big money. We finally saved the 
Alabama, Tennessee & Northern Railroad and it is paying, too. 

I want to tell you something that I believe. I believe that, if we 
could Fel the railroad people : and the water people working together, 
we could do 10 times more than we are doing. 

I ‘vate to tell you what happened a few weeks ago. We had a 
meeting of 400 men in Mobile. It lasted 2 weeks. It was primarily 
about transportation. Clark Hungerford, the president of the San 
Francisco Railroad, was there. I helped to get him to take the Ala- 
bama, Tennessee & Northern over. Clark’s father was a section fore- 
man, Clark worked on the section gang, and I was the waterboy. 
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They asked me to make a talk at this meeting and I said that I 
wanted to ask Clark Hungerford to make the talk. Senator Spark- 
man was there and we had people from every State in the Union. 
I told them about the Jackson lock and dam that we had wanted at 
Jackson, Ala., where the Government helped the Southern Railroad 
build that $23 million bridge. We were asking for $23,800,000 that 
would save just one barge company $900,000 a year. 

I want to say this for your good friend and mine, Clark Hunger- 
ford. He said he would not object but would help it. I told him 
1 thought it would fill up every car that all of the railroads had in 
Mobile. 

I do not think that you would ordinarily get a bit of the business 
that these men are asking for here. I think it would go by truck. 
It would go in ships or something like that. I do not believe that 
you would ever haul any of this. I believe that if we would all pull 
together, all kinds of transportation, it would be great. 

The land that you mentioned was cheap then but it was all they 
had to give and they had to give that to get it started. We have 
to give to get this started. We gave the foreign countries so many 
tankers. 

That land that we gave the railroads, Mr. Chairman, is now worth 
$10,000 an acre. The ¢ great Gulf, Mobile & Ohio Railroad is bringing 
in oil wells at Citronelle, right down where Mr. Prince was born, 
750 barrels a day at $3 a barrel. There are 21 wells. I have been 
offered for some of my land there, for which I paid $3 an acre, 
$2,000 an acre for a lease for 1 year. It joins the railroad lines given 
to you by this Government. 

Mr. Prince. Mr. Boykin, remember that only a very small propor- 
tion of the railroad land was donated by the Government 

Mr. Boyxtn. It was every other section down there. I bought thou- 
sands of acres from the railroad. 

Mr. Prince. Very little in the East. 

Mr. Boykin. We are talking about the South. Let us not talk about 
the East. 

Mr. Prince. I had not finished. Very little in the East and South- 
east was donated by the Government. It was mainly in the West. 
There was some in the Southeast. 

Mr. Boyx1n. Every other section of land, 640 acres, was given. I 
know that because I bought some and I am buying it now. I bought 

lot of it. I am telling you how valuable it is. 

I think that if we could get to do this, that these tankers would 
be really valuable. I think that if you had come here and say, “Let’s 
all get together and work to help the Nation,” it would be wonderful. 
The Government has helped the railroads and shipping people and 
road people. We want to work all as one. This is something that 
I think all of us ought to get behind and put over. I think it is the 
greatest project that we have ever had offered. 

As the chairman said and as all these other gentlemen have said. 
we are trying to fill a need that we have had for so very long because 
the railroads cannot go to all of these places. 

I had several questions here but I do not think that I will ask them. 
It seems that most of the railroads come in and fight every time we 
have anything that goes across water. We got the méney for the 
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Jackson lock and dam and it is going to help the railroads so much. I 
do believe that if we would work a little more closely together and 
be very, very fair with each other we could do more for this Nation. 
That is what I believe. 

Lord knows the railroads are very, very important and so is our 
merchant marine, and we almost do not have a merchant marine. 

Mr. Bonner sent me out on a trip with a great committee here. 
Some of these gentlemen were with me. I was chairman of the sub- 
committee. I was in the greatest ports in the world and not one of 
our flags could be seen anywhere, at London, in Glasgow, and every- 
where else. We are pretty near shoved off the face of the earth and, 
if we do not do something like this, I do not know what is going to 
happen to us because we will not have this transportation. 

We have this 50-50 proposition. Do you know that they did not 
want us to have that? Everywhere we went in Europe they did not 
want us to haul 50 percent of our goods. 

The Cuarrman. Mr. Boykin. 

Mr. Boyxrn. Mr. Chairman, let us try to get this started. I think 
it is so important. 

We have never had a chairman work as hard as you. I hope that 
Mr. Prince gets with us and lets us put this across. I believe that 
it is going across because it is an idea that is going to mean so much to 
the American people, and to the railroads in particular. 

Mr. Prince. You have about convinced me, Mr. Boykin, that it is 
so good that it does not need the help from the Government. I think 
it is going to get off the ground under its own power. 

Mr. Boyxrn. I wish it could. 

The CuHatrman. Mr. Ray. 

Mr. Ray. Mr. Prince, I am interested in the sentence Mr. Allen 
read to you that coastwise and intercoastal trade ceased altogether 
shortly after the war started. 

Do you have in mind the percentages of the coastal and inter- 
coastal traffic that went by water in contrast to those that went by 
rail prior to the war? 

Mr. Prince. Mr. Ray, Iam sorry. I do not. 

Mr. Ray. The figures are available, I assume? 

Mr. Prince. The figures are available, I am sure, as to how much 
movement there was intercoastal before the war, and what total 
railroad movement was at the same period. Would that give you what 
you want? 

Mr. Ray. I am thinking of the railroad movement between the 
same ports. 

Mr. Prince. I doubt that that would be available. 

Mr. Ray. Do you have any guess as to what that proportion might 
be? 

Mr. Prince. I am afraid not, sir. 

Mr. Ray. Then, coming to the end of the war, there was no coastal 
or intercoastal shipping. Have there been rate reductions generally 
so far as the rail handling of that traffic, and have those rate reduc- 
tions been a deterrent to the rebirth of coastal and intercoastal ship- 
ping? 

Mr. Prince. Rate reductions in relation to what period of time, sir? 
I mean, the rates, I am sure, for all of these movements are far above 
what they were prior to the war. That would only be natural. I 








und 
ion. 


our 


ere. 
ub- 
. of 
ry- 
nd, 
r to 
not 
not 


ink 


hat 
hat 
1 to 


t is 
ink 


len 
her 


ter- 


by 


uch 
otal 
hat 


the 
ght 


sta] 
lly 
lue- 
lip- 


sir? 
ove 





SALE OF CHARTERS AND CONSTRUCTION OF VESSELS 93 


cannot say whether they perhaps have been held down to some extent 
in relation to rates on other things. They may not have gone up quite 
as much. 

Mr. Ray. I am thinking of rates as part of the general railroad rate 
structure. The whole structure may have gone up in revenue-produc- 
ing capacity and these rates may have stayed down or may have 
increased less. 

Mr. Prince. That is entirely possible. I cannot tell you the answer. 

Mr. Ray. What I am reaching for is the question of whether or not 
there has been a change in the balance as between the rates for water 
transportation and the rates for land transportation since the war, 
which has in turn perhaps been the hindrance to a resumption of 
water traffic. 

Mr. Prince. I am afraid I don’t know the answer specifically. I 
tried to discuss, to the extent that I could, that general problem in 
which I know that, as a matter of policy, we frequently seek permis- 
sion to reduce rates on competitive traffic where we would not seek 
to reduce rates on the same commodity in other movements which were 
not competitive; so that what you say could have taken place. I just 
don’t know the answer. 

Mr. Ray. Thank you. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Mailliard. 

Mr. Maiiu1arp. I have no questions. 

The Cuarrman. Mr. Sheehan. 

Mr. SHeenan. I have no questions. 

The CuHarrman. Thank you very much. 

Mr. Prince. Thank you, sir. 

The Cuarrman. We will hear from Mr. Hoyt Haddock, who repre- 
sents labor. 


STATEMENT OF HOYT S. HADDOCK, EXECUTIVE SECRETARY, 
MARITIME COMMITTEE, AFL-CIO 


Mr. Happock. Thank you, Mr. Chairman. 

My name is Hoyt S. Haddock, executive secretary, AFL-CIO Mari- 
time Committee. 

Mr. Chairman, I appear here in favor of this bill and I would like 
to preface my remarks, if I may, by letting the members of the com- 
mittee know that, aside from the prejudice of favoring something that 
is different and new and progressive, that my wife and I own some 
shares in this company, and that may hurt my remarks some; but I 
felt that the committee ought to know that. 

I do not think they are going to influence what I have to say, but 
there is always that possibility. 

The CuarrMan. That is a frank admission that the committee ap- 
preciates. I am glad to know, too, that the witness is getting on so 
well. 

Mr. Happock. May I say they are not nearly as many as we would 
like to own. 

Mr. Chairman, we are very happy to see a company come into the 
coastwise service and try some new ideas and new methods. We have 
been talking about the great need for rehabilitation of the coastwise 
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service ever since the end of the war. We think it is one of the most 
important items in our whole shipping area because therein lies the 
real place where ships can be brought back into the service of the 
Nation and transportation, the economics of the Nation. 

At the beginning of World War LI, there were approximately 400 
ships in this service. They were immediately available to our na- 
tional defense effort. Now we think it is just highly important that 
those ships be put back in this service so that they will be available 
in case we ever had a situation like this in the future. 

Those are really ships that are gilt-edged so far as national defense 
is concerned, and we think that every effort ought to be made to get 
them there. 

Now, with respect to the employment situation, this company 
through the acquisition of these ships and the new ships with which 
they are going to replace them is going to give tremendous employ- 
ment to workers in the shipyards. The rehabilitation of the service 
will give the longshoremen more work. 

Now, the allied industries in our ports have suffered a great deal 
as a result of the drying up of the coastwise trade. We think that, if 
McLean Industries can show the way here, there will be additional 
companies that could come in and we will ‘eet additional ships, and 
I hope that we can get back to the some 400 ships that we had prewar in 
this trade, which I think are extremely badly needed. 

I think one of the most important things that is happening in this 
bill is the reversal of a trend of transferring all of our ships out from 
under the American flag and putting them under foreign flags. I 
think most of you are familiar with our urging on this matter, and 
we have repeatedly urged that companies who want to transfer ships 
should not be permitted to do so, that they should be required to put 
them in the national defense pool, and that the Government ought to 
pay them for what they are worth. 

Well, this is a case where that is happening and we think it is a 
much needed new approach to the whole question of ship transfers. 

I am hopeful that the present administration will follow this policy 
and stop all transfers and, if they do not, I hope that at least this 
committee will see that they continue with the principle that is being 
started here and keep our ships under the American flag. 

Too, this bill, this transaction, if it is adopted and goes through, 
will greatly improve the tankers that are being taken over. They 
will be better ships and, in case of an emergency, they will be in a 
service that can turn right over to national defense and do the kind of 
job that is needed to be done with improved ships. It is putting in 
the laid-up fleet some good ships also, ships that we don’t have in the 
laid-up fleet, ships that I think will be a real asset to the fleet and to 
companies who may have to go to the laid-up fleet to charter, because 
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they will certainly seek to charter this type ship as compared to the 
Liberty or the V ictory. 

So that, from the viewpoint of the laid-up fleet, it seems to me that 
there is : great gain in this particular transaction. 

Now, I do not want to belabor the railroad situation, but we have 
testified héretofore that the discriminatory water rates practiced by 
the railroads have been one of the main deterrents to the rebuilding 
of the coastwise service. There is no question about that. We had 
hoped that we would get relief through the ICC from them. How- 
ever, here is a company that apparently recognizes that there is not 
going to be any relief, and they are coming in with new methods and 
new ideas, and meeting the railroads on their own grounds, and we 
want to herald that as a real step. 

Now, you were talking about the subsidies to the railroads, and 
they are talking about no subsidy for this company. Well, the rail- 
roads are operating on subsidies ‘all the time. They couldn’t operate 
railroads into the ‘port cities in competition with waterborne trans- 
portation unless they were being subsidized for doing it. Of course, 
they are not coming to the Government and asking for the subsidy, 
but they are going to the people and forcing it out of the people where 
they don’t have water tr ansportation. 

There is no secret that their rates to places where there is no water 
competition are far in excess of what they are where there is water 
transportation, and it is nothing in the world but a subsidy. Of course, 
the people are paying it in terms of increased freight rates, and ] 
don’t think we ought to be kidded by railroad people coming in here 
and talking : against subsidies, because they wouldn’t be operating in 
these areas if they were not getting it. 

This committee probably ought to take some cognizance of the trans- 
portation policy bill that is now before the House Interstate and For- 
eign Commerce Committee. If that bill is passed they are really 
going to run rampant with competition against wate rborne transport: a- 
tion because one of the principal things that = at bill does, and I think 
actually the major thing is that it would eliminate for all practical 
purposes the so-called long- short haul clause of the bill, and that would 
Just completely wreck any chances of waterborne transportation to 
compete with the railroads, because they could go in 1 day and charge 
1 rate, and an hour later change it just to meet the competition, as 
they did prewar. 

I can recall on sailing days of ships out of Florida ports that the 
freight rate would be one thing. It would drop down to meet the 
competition of the steamship companies. The next day after that 
ship had sailed the rates would go back up. That is for freight from 
Florida up to New York and Philadelphia, and so forth. So that, 
when we are talking about subsidies, I think we ought to realize that 
the railroads are getting a subsidy. 

I am not advocating a 1 subsidy for McLean. I don’t know the finan- 
cial details of the bill. I think they certainly ought to be required to 
pay a fair price in the bill. If it is not in the bill, now, it ought to be 
in there. 

I think that that just about covers our remarks on this, Mr. Chair- 
man. Weare in favor of new ideas. This is one. 
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The Cuarrman. The major complaint, Mr. Haddock, has been with 
the charter rate and the value of the ship traded in. Now, would you 
address yourself to whether or not the initiation of this service and 
the improvement to the reserve fleet in the national defense balance 
any special favor that might be given in this instance? 

Mr. Happock. Well, first of all, I am not familiar with any special 
favor that is being given this company. My understanding is that 
the prices they are going to pay for the ships are based on the Ship 
Sales Act formula. If that is the situation, then they are not being 
given any special favors. In other words, they are going to pay 
what the going price would be for the ships. 

On the trade-in they are making of their ships, we have long advo- 
cated that the Government ought to pay what the ship is worth, that 
that is what would have to be done to stop the ships from being trans- 
ferred. A man is entitled to sell his property for what he can get 
for it and, if he is going to put it into our reserve fleet and keep it 
under the American flag, it ought to be as valuable to him under the 
American flag as it is under a foreign flag. 

That is part of the whole basis of the capitalist system, as I see it, 
and it so happens that we are working very well under this system. If 
we are going to make it work, we have to go all the way. I think 
that we are doing just exactly the right thing in giving them an 
allowance, if you will, for these ships which represent their true value 
in the world market. That is what I think ought to be given to them, 
and those ships then will be in our reserve fleet and they will be a 
credit to the reserve fleet; and those ships, if chartered, will pay the 
Government well for what the investment is that they have made 
in them. 

The CHatrman. Mr. Haddock, are these ships superior to other 
ships that are offered for trade-in purposes? Are they superior in 
the reserve fleet to the normal ship that is offered for trade-in? 

Mr. Happock. So far there have been only two types of ships offered 
for trade-in. That is the Liberty ships and the T2 tankers. These 
are dry-cargo C-type ships, far superior to the Liberty and Victory 
ships. 

The CHarrMan. Were they the best type of war-built vessels? 

Mr. Happock. I am not sure that these particular ships were built 
in wartime but, if so, they are far superior to the war-built ships. 
These ships were designed prewar and the building of this type was 
started prewar. They are a very good type ship. As a matter of 
fact, many of the companies think they are superior to Mariners. 

I am no expert on the design of ships, but certainly, for many trades 
and in many areas, they are superior, I would judge, and I want to 
emphasize that I am not an operating man; that the Mariners would 
be a better ship to operate on extremely long hauls such as to the 
Orient or South Africa, but on short hauls a as to South America, 
to the West Indies and to Europe, I would judge that the C-type ship 
is a superior-type ship. 

The Cuarrman. Mr. Tollefson. 

Mr. Totiterson. Mr. Haddock, in the years that you have appeared 
before the committee you have been one of those who have ane a 
guardian of Uncle Sam’s dollars. You have been opposed to wind- 

falls. You have been opposed to any concern buying a ship for less 
money than they should pay. 
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As you view this bill, at the end of the estimated 5 years of charter 
when all the arithmetic is added up, is the Government going to be 
out a dollar? 

Mr. Happock. I am just not familiar, Congressman Tollefson, with 
the arithmetic of this bill, but I w ant to reemphasize that, if they 
are not paying what the ships are worth, they ought to be ‘required 
to do so. 

Now, I think all of the arithmetic ought to be gone into by the 
Government departments. We are not in favor of ‘this company or 
any other company coming in and taking the taxpayers for a ride. 

Mr. Tottzrson. Now, then, did I understand that these ships that 
are sought to be traded in under the bill cannot be sold foreign with- 
out the consent of the Maritime Administration? Is that correct? 

Mr. Happock. That is correct, but I would be very happy if some- 
one would put in the bill that they couldn’t be sold foreign, period. 

Mr. Totierson. Well, aside from the philosophy involved, if they 
could be sold foreign a company could obtain a higher price than the 
domestic market price, could they not? 

Mr. Happock. Yes; much higher. 

Mr. Touterson. It would not seem quite right that they be com- 
pelled to sell them at a lesser price to the Government simply because 
of the law in order to build the 10 tankers that are envisioned under 
the bill. 

Mr. Happockx. We don’t think it is fair and we don’t think it is 
sound economics. 

Mr. Touierson. In other words, the Government ought to pay ex- 
actly what the ships are worth ? 

Mr. Happock. That is right. We have said all along that the 
world-market price is the basic reason that ships are being transferred 
out from under the American flag. It is not so much the operating 
costs of them. All of these companies that come along and transfer 
their ships do so only when the world market rate is much higher 
than the American market rate, and the companies who operate both 
American- and foreign-flag ships immediately realize a tremendous 
profit just from the mere fact of transfer, and they just transfer it on 
their books as a large profit. 

We certainly agree that this bill has the right approach, that they 
ought to be paid what the ships are worth. 

Mr. Totierson. And under this bill the charters envisioned under 
it would only run for not to exceed 5 years? 

Mr. Happock. That is right. As a matter of fact, I am not even 
sure. I had some question in my own mind as a stockholder as to 
whether or not the company was going to get the money back out 
of these ships in the 5 years, but that is one that I will take up with 
the company. 

Mr. Totierson. All right. 

The Cramman. Mr. Boykin. 

Mr. Boykin. I am glad to get Mr. Haddock’s views on this. I am 
glad that he sees it as we do. 

If the railroads would come along with some ideas to improve their 
transportation, it would be for it 100 percent even if there was a 
subsidy, but I see no subsidy here. They are borrowing this money 
to build these ships. We sold more tankers, you know, to all over 
the world whereas, as I said, you cannot see an American flag any- 
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where you go. These men will have ships with the American flag on 
them. I think it is a wonderful thing and I think you have made a 
good statement. 

Mr. Happock. Thank you. 

The Cuarrman. Mr. Allen. 

Mr. Auxen. I have no questions. 

The Cuatrman. Mr. Ray. 

Mr. Ray. I have no questions. 

The Cuatrrman. Mr. Mailliard. 

Mr. Mariiiarp. I have no questions. 

The Cuarrman. Thank you very much. 

Mr. Happocx. Thank you very much. 

Mr. McLean. Mr. Chairman, I have a supplemental statement I 
would like to make. 
The Cuatrman. We will hear you. 


STATEMENT OF M. P. McLEAN, CHAIRMAN OF THE BOARD; ACCOM- 
PANIED BY S. F. STOUDENMIRE, JR., COUNSEL, PAN-ATLANTIC 
STEAMSHIP CORP.—Resumed 


Mr. McLean. Yesterday you gave me an opportunity to review 
some of these objections to the bill, and asked me, if I had anything to 
say, to bring it back today. I do not have this prepared so that I 
can pass it around. We prepared it last night se had it typed this 
morning. 

First, I would like to address my remarks to the amendments sug- 
gested by the Maritime Administrator, Mr, Morse. 

The first amendment suggested by Mr. Morse would be to include 
in the bill authority to charter dry-cargo vessels, presumably for use 
in the coastwise trade, and also presumably subject to the same terms 
and conditions therein included in the bill. While I have no particular 
objection to the chartering of dry-cargo vessels, it seems to me such 
an amendment completely ignores the basic purpose of the bill which 
is to provide for the rehabilitation of the coastwise trade by use of 
a new type service. Obviously a cargo deck could not be constructed 
on a dry-cargo vessel, for it would cover up the hatches of the vessel. 
It has been proved, we think, that what the coastwise trade needs 
is something new and an improved method of handling cargo. Charter 
of dry-cargo vessels would not fulfill that purpose, hence I suggest 
that no such amendment be adopted. 

We certainly have no objection to the second amendment suggested 
by Mr. Morse; namely, the inclusion of the intercoastal trade in the 
bill. The intercoastal trade is a vital segment of the domestic services 
and we certainly see no objection to including it in the bill if the 
committee sees fit to do so. 

The Cuairman. But you do not ask for that yourself ? 

Mr. McLean. No, sir; but we have no objection to it. 

Mr. Morse’s next amendment would delete the minimum 5-year 
charter provision in the bill and substitute a provision authorizing 
the Secretary of Commerce to determine the period of the charter. 
We think this very unwise, for it opens the door to the possible evil 
pointed out by the chairman yesterday; namely, that charters could 
be for a very short period of time and might possibly be terminated 
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before the service with the chartered vessels had a fair chance to 
succeed. 

Furthermore, we do not believe a charterer would be justified in 
installing a cargo deck on the tankers, nor would the Government be 
justified in putting the vessel in class and paying the breakout expense 
for a shorter period than 5 years. 

It is my firm belief that a charter for at least 5 years is essential to 
the bill in order to accomplish its objective. Any service, to be success- 
ful, must be permanent. A 5-year charter will afford the operator 
ample time to establish the service, and also complete his replacement 
program so that new vessels will be available for the service upon 
termination of the charter. 

The suggestion that the charter hire for tankers chartered under the 
bill be fixed as provided presently in the Ship Sales Act would, in my 
opinion, defeat at the outset the purposes of the bill. As I pointed out 
in my statement yesterday, the “floor” price for tankers under the 
Ship Sales Act is much higher than for dry-cargo vessels because of 
the different basis prescr ibed for pricing tankers. 

Under Mr. Morse’s pees, a charterer under the bill would have 
to pay charter hire of about $265,000 a year per tanker. This figure 
is computed at $225,000 for charter hire to Maritime and $40,000 per 
year for amortization of the cost of the deck installation. 

I would like to say there that we put a very minimum of cost in these 
decks, because the 2 ships that we converted actually cost us $300,000 
for the deck, and the third one cost us $279,000. We thought that, 
by having 20 of them and putting it on a bid basis, we could get it down 
maybe to $200,000; so that, we are very optimistic in our $200,000 
figure of putting on the deck. 

I assure you that this rate over a 5-year period, with the periodic 
fluctuation customary in the sali r industry, is very much too high 
to permit a profitable operation in this service. We believe the rate 
suggested in the bill is much more realistic for a 5-year term, coupled 
with the obligation that the ianidee must undertake. 

I do know that our company would be unwilling to charter any 
Pc for 5 years at the rate suggested by Mr. Morse. In addition 
to the reasons mentioned above, I believe we would find it difficult, if 
not impossible, to complete the private financing of new vessels under 
such an arrangement. Accordingly, we think the bill would be com- 
pletely unworkable with the amendment relating to charter hire for 
the tankers as suggested by Mr. Morse. 

The next amendment of the Maritime Administrator provides that 
the chartered vessels would be modified in such fashion as the Secretary 
of Commerce approves. This could result, conceivably, in the charter- 
ing of tankers without any deck installation, and thus defeat, in part 
at ‘least, one of the basic purposes of the bill, which is to rehabilitate 
the coastwise trade by the use of more modern — of handling 
cargo. We think the absolute requirement that a cargo deck be 
installed on the vessel is the best approach to acc maine this objective, 
and urge you to retain it. 

We do not object to the next amendment, providing for the pay- 
ment to the charterer of the depreciated cost of the deck installation 
if the charter is terminated by the Secretary prior to expiration, with 
the understanding, as presented by Mr. Morse, that in the event the 
vessel is lost, the charter party would provide that the insurance on 
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the vessel would be distributed between the charterer and the United 
States “as their interests may appear.” 

The next proposed amendment would permit the Secretary to per- 
mit the chartered vessels to be operated in other than the coastwise 
trade. This amendment, in my opinion, would clearly run contrary 
to the purpose of the bill, which is to rehabilitate the coastwise trade, 
and any permitted devi ation from this objective would open the door 
for defeating the sole justification for this legislation. If, as the 
Administrator fears might be the case, the co oastwise operation should 
provide unprofitable, there would be no new vessels built anyway, 
and, of course, the new vessels, when built, could not be operated in 
such trade. The provision of the bill in its present form is the surest 
way of attaining its basic purpose. 

The next amendment of Mr. Morse would provide that the new vessel 
or vessels to be constructed under the bill must have a utility value 
not less than that of the chartered vessel. 

The difficulty with this amendment is that, if a T2 tanker is 
chartered under the terms of the bill, the only obligation to construct 
a new vessel could be interpreted to require the construction of a 
16,000-ton 1414-knot vessel, whereas the bill in its present form re- 
quires absolutely the construction of a 32,000-ton tanker with speed 
not less than 18 knots for each 2 tankers chartered. 

The obligation is much more severe as the bill is now written, and I 
think it should not be changed. Under Mr. Morse’s amendment, the- 
oretically, at least, a charterer could obtain payment as a national- 
defense feature of speed in excess of 1614 knots and 18 or more knots 
which, of course, is not possible under the bill as presently drawn. 
There is no sound reason for departing from this sound objective of 
the bill, namely, the construction of high- -speed cargo tankships for 
the coastwise trade. 

The last amendment recommended by Mr. Morse would make no 
changes in section 510 of the 1936 act, respecting trade-in values or 
the charter hire for use of vessels traded i in, leaving these matters 
to the discretion of the Secretary of Commerce. 

The effect of these amendments would, in my opinion, so cripple 
the bill as to kill all the incentive presently provided in it to encour- 
age the construction of new vessels. I pointed out to you yesterday 
that we cannot sell our C2’s foreign since the approval of the Mari- 
time Administrator cannot be obtained. Since we are not permitted 
to sell them foreign, we feel, under the conditions stated in the bill, 
there is full justification for obtaining foreign market as the trade- 
in allowance, particularly where new super vessels must be con- 
structed without any national defense allowance for excess speed 
and where the new vessel would be restricted to coastwise operation. 

To sumarize the amendments suggested by Mr. Morse, let me briefly 

say that if all of his amendments are adopted, the only substantive 
change that will be made over existing law will be to authorize the 
charter of tankers in the reserve fleet. This alone is not adequate to 
accomplish the purpose of the bill, and if the committee should decide 
seriously that it wants to encourage the rehabilitation of the coastwise 
trade in the manner suggested in the present bill, in my opinion, for 
the most part, the bill, as presently ellos you, is one of the most 
effective ways of obeomniediiont that result. 
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The objections to the bill raised by the General Accounting Office 
are limited, I think, to the charter-hire rate for chartered tankers and 
to the trade-in allowance for obsolete vessels traded in. Accordingly, 
since those points have been covered in my comments on the Mari- 
time Administrator’s amendments, they need not be repeated. 

Next I would like to comment on the proposed amendment of the 
Luckenbach witness. 

That amendment would prevent the carriage of any cargo on the 
chartered tankers or on the new vessels between certain points in the 
United States. The effect of the amendment, as I understand it, would 
be to require the operator of such vessels to police the movement of 
all cargo so as to exclude any cargo that might move part way by 
coastwise trade and thence to destination on the east coast or Atlantic 
and gulf coasts by rail or truck. 

I do not see how a common carrier could comply with such an 
impractical suggestion. No common carrier, in my opinion, could 
practically or legally refuse to accept cargo moving over his route, 
even though such cargo is going to an area beyond the general area 
served by such carrier. We urge the committee not to adopt any 
shackling amendment such as that proposed by Mr. Kominers. 

With respect to the statement and opposition to the bill voiced by 
Mr. Rice yesterday, on behalf of the American Merchant Marine 
Institute, in which he expressed great concern over the effect of the 
bill on the industrial tanker companies and other tanker operators 
who presumably engage in the carriage of oil, I think the committee 
should know that one of the reasons the tanker market is so light 
at this time is because, according to my information, more than 40 
United States-flag tankers are engaged exclusively in the carriage 
of grain rather than in the oil trade. 

The Association of American Shipowners would have the commit- 
tee amend the bill to require a public hearing on application for char- 
ter under the bill as now provided in existing law, for the charter of 
dry-cargo vessels in the reserve fleet. 

In making such a recommendation, they must have overlooked the 
fact that the conditions under which dry-cargo vessels are authorized 
to be chartered are entirely different than those contemplated in the 
present bill. There are no requirements in the present law author- 
izing the charter of dry-cargo vessels which require a charter for 5 
years of such vessels, nor as a condition precedent to such charter 
that the charterer absolutely agree to build new tonnage at least 
twice that of the vessel chartered. Nor are the other restrictions and 
obligations provided by this bill attached to the charter of dry-cargo 
vessels. 

Such charters are usually for not more than a year with an annual 
review required by the Secretary of Commerce before the charters may 
be extended, and also with the right, usually, for cancellation of the 
charter on 15 days’ notice by either party. No charterer under this 
bill would be justified in chartering under such conditions for the 
substantial cost in installing the cargo deck and establishing a regular 
and permanent coastwise service would involve too much risk. Fur- 
thermore, the other provisions of this bill would, in my opinion, make 
the public-hearing requirement and conditions attached to the present, 
charter of dry-cargo vessels too cumbersome and awkward, and we 
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respectfully suggest that the committee not adopt this proposed 
amendment. 

In summary, gentlemen, I would like to restate our position regard- 
ing this bill. 

We believe the bill substantially as presently drawn offers the op- 
portunity and incentive to those who are willing to accept the rather 
severe conditions and restrictions provided in it to help expand and 
develop the coastwise trade by adoption of a new concept in coast- 
wise water transportation. Many amendments have been suggested, 
some of which would not change the basic provisions of the bill and 
others which would, for the most part, so cripple the bill as to make it 
unworkable and impossible to accomplish the purposes intended by the 
bill. 

Speaking for my company, I know that, should the terms of charter 
hire specified in the bill or should the trade-in allowance prescribed 
in the bill be substantially changed as recommended by the Maritime 
Administrator, then we could not and would not be able to comply 
with the provisions of the bill. Our program under the bill contem- 
plates the expenditure of a very substantial amount of our own money 
and, in order to build new vessels and provide expansion of the new 
service we have recently started, we can only do so much, and if the bill 
only changes existing law so as to, in effect, provide for the charter of 
tankers, our company, for one, will not be able to participate. 

I would like to make a few remarks on the charter hire. About 6 
months ago we were trying to charter some tankers. We had a very 
definite interest and made some offers on the charter of tankers. At 
that time the rate was about 80 a month, which is about $140,000 a 
year. Under our offer of 80 a month for a 5-year charter, 75 percent 
of the charter hire was to apply against the purchase price of the ship. 
We would have been able to get some ships under those terms for 
charter hire had the operators | not been able to transfer those ships 
foreign for commitments to build new ships, so that the charter hire 
we are talking about here is a reasonable charter hire. It may not 
be reasonable ‘today, but it is more than reasonable over the period of 
the last 3 or 4 years. 

We do not know how long the market is going to stay as high as it 
is now, and probably it will stay high as long as the operators take 
the tankers out and put them in the grain trade and compete with the 
dry-cargo vessels. 

The charter hire is a reasonable one because we pay what is the 
equivalent to about a million dollars, including the deck on the ship, 
over a 5-year period, and the price of tankers has been running so 
that we bought the first 2 for $800,000 each and paid $1,275,000 for the 
last one. 

Just a few months ago they were a drug on the market. There is no 
subsidy involved in the charter hire we are talking about here in 
paying the Government for the ships. Waterman is not a subsidized 
carrier. If we were a subsidized carrier looking for handouts and 
subsidies, we would have asked for subsidy in Waterman under the 
trade routes that we operate. We do not ‘believe in subsidy. Some 
people do, but we believe it can be run without it. 

There has been some question here about whether or not this will 
be an out-of-pocket expense to the Government. We were sincere 
when we made up this little booklet that showed the end result to the 
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Government. We believe those figures are as near accurate as you 
can project them. 

Mr. Boykin. What does it show ? 

Mr. McLean. It shows that the Government in the 5-year period 
will net $20 million out of the transaction. On top of that they get 

$90 million to $100 million of new tankers built. 

We expected that we would have opposition to this proposal be- 
cause, with anything that is progressive and hurts competition, we 
always have objections. However, our program affects about 75 per- 
cent of the population of the United States. If you draw a line around 
the United States where this service would be provided, about 75 per- 
cent of the people in this country will be affected by the service and the 
freight rates. 

We sincerely urge the passage of this bill. 

The Cuarrman. I have two questions which I would like to ask you. 

To prove your sincerity, if such a bill would become law, immedi- 
ately a tanker or 2 tankers were turned over to you, you would im- 
mediately turn into the reserve fleet the equivalent ‘amount of dry- 

cargo C2’s? 

Mr. McLean. Under the provision of the bill. 

The Cuatrman. That would be your guaranty that you would 
construct. 

Mr. McLean. Yes, sir. 

The Cuarrman. So that, there is no question about your not con- 
structing because maritime would have possession of your ships. 

Mr. McLean. We could have a very adverse situation where we 
could not get financed or we would have a steal-in. 

The Cuamman. I do not want to go into any long discussion of it; 
but, for the chartering of the tanker, when the charter was effected, 
you would immediately turn in to the reserve fleet, to the Maritime, 
the equivalent in dry-cargo C2’s, as spoken of in the bill. 

Mr. McLean. Yes, sir. 

The CuatrmMan. There would be no delay. 

Mr. McLean. No, sir. 

The CHarrMan. That would be impounded money that you would 
never get back in any other way but to build a tanker. 

Mr. McLean. That is correct, sir. 

The CuHarrMan. Was there any proposal to the railroads to handle 
this type of transportation ? 

Mr. McLean. Before I got into the water-carrier business we went 
to the railroads to try to get them to handle our trailers, when I was 
in the trucking business, and the answer I got from the president of 
the Southern Railway was they weren’t interested in hi indling the 
trailers, they had the trucking lines right where they wanted them, 
so that we didn’t make any progress in that. 

The Cuarrman. Had you made any plan or did you have any idea 
that they would furnish the rolling equipment or build new equip- 
ment to supply you? How was the equipment which would be re- 
quired for the handling of these bodies to be provided ? 

Mr. McLean. The proposal on which I talked to Mr. DeButts of 
the Southern Railway was comprised of two proposals: That he fur- 
nish the cars to carry the trailers in trainload quantities from the 
South to eastern markets and return; or that we would furnish the 
cars and trailers and he could pull those over his road. 
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The answer was, as I said a while ago, that they weren’t interested 
because they said they had us about where they wanted us, so they 
didn’t need any business from the trucking lines. 

The CuHairman. So that the railroads positively told you that they 
would not be interested in any such plan as you proposed, which plan 
is now proposed by water ? 

Mr. Mokmax. Yes, sir; that is correct. 

The Cuarrman. Are there any questions? 

Mr. Totierson. I have no questions. 

Mr. Aten. I have no questions. 

Mr. Ray. I have no questions. 

Mr. Boykin. I have just one question. 

The Cuarrman. The bell has rung. 

Mr. Boyxrn. As I understand, it is very hard to get tankers now. 
When you finish building these tankers, how much more oil than we 
are moving now can be moved! What will be the percentage of 
increase ¢ 

Mr. McLean. The 20 tankers that we propose to charter from the 
Government will carry 5 percent of the o1l tonnage moving from the 
gulf to the North Atlantic. That was last year. The tonnage in- 
crease yearly is running about 5 to 7 percent, so that we will not be 

taking any old business away from anybody. The industry itself is 
growing at the rate of more than these tankers can accommodate. 

Mr. Bork. That is what I wanted to know. 

The Cuairman. Thank you very much, Mr. McLean. 
Is there anyone else who wants to testify on this bill? 
(Material pertinent to bill foliows:) 


NEw York, N. Y., June 8, 1956. 
Hon. Hersert C. BONNER, 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington, D. C. 

DEAR Mr. BonNER: H. R. 11122, introduced by you on May 9, 1956, has come 
to my attention and we would appreciate some clarification of this bill, par- 
ticularly of the following language: 

“(3) The chartered tanker shall be restricted to operation in the United States 
coastwise trade, * * *” (bill, p. 3, lines 18, 19). 

“(4) * * * For a period of 10 years after its construction no cargo-tank ship 
constructed pursuant to this act shall be operated in any trade other than the 
United States domestic costwise trade” (bill, p. 4, lines 18 to 22, inclusive). 

We would like to know whether the restriction of the Gove ‘rnment T-2 tankers 
to the “United States coastwise trade” and the restriction of the cargo-tank 
ships to be constructed pursuant to this act to the “United States domestic coast- 
wise trade” is in fact a prohibition against their operation between United States 
ports, on the one hand, and ports in Puerto Rico, on the other. We would aiso like 
to know whether these vessels would lawfully be able to call at Puerto Rico on a 
voyage between States. Lastly, we would appreciate clarification as to whether 
any distinction is intended between the phrase “United States domestic coast- 
wise trade” and the phrase “United States coastwise trade” and the effect of 
such distinction, if any, upon operations involving service to Puerto Rico. 

TMT Trailer Ferry, Inc., operates a roll-on, roll-off common carrier cargo 
service between United States South Atlantic ports and Puerto Rico. It 
presently has under construction the Carib Queen, which vessel will accommodate 
92 trailers and 100 vehicles and will be operated on a weekly schedule between 
the United States and Puerto Rico. This trailership has been determined to be 
a special type vessel, essential to the national defense, and the construction 
loan and mortgage have been guaranteed by the Maritime Administrator under 
title XI of the Merchant Marine Act, 1986. TMT has an investment of over $2 
million in this vessel, as well as a substantial investment in shoreside facilities 
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in both Puerto Rico and the United States. TMT has pioneered the roll-on, 
roll-off operation in the trade between the United States and Puerto Rico and 
is prepared to meet any foreseeable demands for additional service between the 
United States South Atlantic ports and Puerto Rico. 

Although we understand that the primary purpose of the subject legislation 
is to provide vessels to augment the present operation by McLean of T-—2 tankers 
between New York and Houston in the domestic Atlantic coastwise trade, it is 
most important that we be informed whether the subject legislation would per- 
mit either the Government-chartered tankers or the newly constructed cargo- 
tank ships to be operated to or from Puerto Rico. In the event that be the case, 
and water transportation to Puerto Rico will be involved, we would like the 
opportunity to propose an appropriate amendment to the bill and to offer testi- 
mony at the hearings. If, on the other hand, this bill prohibits vessels from 
calling at Puerto Rico, we have no interest in this legislation. 

I sincerely appreciate any consideration your committee may deem fit to 
accord us, and ask that this letter be made a part of the record. 

Respectfully yours, 
TMT TRAILER Ferry, INC., 
By Eric Ratu, President. 


STATEMENT OF J. FRANKLIN Fort REPRESENTING LUCKENBACH STEAMSHIP Co., INC, 


My name is J. Franklin Fort. I am a member of the law firm of Kominers & 
Fort of Washington, D. C. We represent Luckenbach Steamship Co. in Wash- 
ington, and have been asked to appear to state that company’s position with 
respect to S. 3877. Mr. James Sinclair, the president of the company, would 
ordinarily testify in these circumstances, but he is presently out of the country. 

Luckenbach has operated in the intercoastal trade continuously for over 50 
years. It now operates a regular weekly intercoastal service, with 8 C-3 vessels 
and 2 C—4 vessels, between Atlantic coast and Pacific coast ports by way of the 
Panama Canal. tI also owns four additional C-—2 vessels, which are used in 
this trade as cargo offers. The company has an investment of some $20 million 
in ships, which it purchased under the Ship Sales Act. 

Luckenbach does not object to this legislation in its present form, providing it 
is made clear that the tankers which are to be chartered, and the new vessels 
which are to be constructed, shall be operated only in the coastwise trade, and 
shall not be operated in the intercoastal trade or in the coastwise trade in such 
a manner as to compete with Luckenbach’s service. The company understands, 
from the statements made at the hearings, that there is no intention on the 
part of Pan Atlantic to operate this service in the intercoastal trade through the 
Pananra Canal. This also follows from the language of the bill which, through- 
out, limits operation to “United States domestic coastwise trade.” 

Luckenbach offered at the House hearings, and offers herewith, an amendment 
which will confirm the intent of the bill in this respect, and eliminate possibility 
of competition to Luckenbach. We ask that this amendment be incorporated in 
the record. The amendment, in substance, provides that no vessel chartered 
under the legislation, and no cargo-tank ship so constructed, shall carry cargo 
on any portion of a movement across the line represented by 110° west longitude. 
This amendment is somewhat unusual in form, but it will serve to make clear the 
meaning of the legislation. The line of 110° west longitude runs through States 
in the Far West. The limitation would prevent the vessels from carrying cargo 
by vessel to gulf ports, which is thereafter destined to be carried overland to Cali- 
fornia or the Pacific Northwest, or to other points in the United States west of 
110° longitude. 

Pan Atlantic’s operation in the Atlantic and gulf coastwise trade will not com- 
pete with Luckenbach’s service if the restrictive amendment which we suggest is 
adopted, and Luckenbach will not be prejudiced. If, however, Pan Atlantic 
intends to expand its truck operation into the territory referred to in the amend- 
ment suggested by Luckenbach, or if the bill is amended to include the inter- 
coastal trade, then Luckenbach objects to the legislation on the ground that it 
represents private legislation which grants to a competitor a substantial legisla- 
tive advantage in the nature of a subsidy not available to Luckenbach. 
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Pan Atlantic, in a supplementary statement before the committee regarding 
S. 3577, says that the amendment which Luckenbach suggests is impractical, on 
the ground that Pan Atlantic could not refuse to accept cargo moving over its 
route, even though such cargo is destined to an area beyond the general area 
served by such carrier. The supplementary statement says: 

“The effect of the amendment, as I understand it, would be to require the opera- 
tor of such vessels to police the movement of all cargo so as to exclude any cargo 
that might move part way by coastwise trade and thence to destination on the 
east coast or Atlantic and gulf coasts by rail or truck.” [Emphasis supplied.] 

It is apparent from the supplementary statement that there has been an inad- 
vertent misunderstanding of the scope of Luckenbach’s suggested amendment. 
The amendment would impose no such restriction as indicated. It would impose 
restriction only with respect to any cargo moving beyond 110° west longitude, 
which line passes through the States of Montana, Wyoming, Utah, and Arizona. 
None of the movements mentioned in the foregoing quotation would be in this 
area. 

Concerning the suggestion that the amendment is impractical, even if it 
limits operation only into the area beyond 110° west longitude, there are two 
answers. First, Pan Atlantic proposes to use its own containers for the opera- 
tion, and can limit the area to which they are sent. Second, they may, as au- 
thorized by the specific terms of the legislation, decline to accept cargo which 
may be offered for transportation on a through bill of lading (partly by their 
vessels, and partly overland to destination) from Atlantic ports to the area to 
which their operations are limited by the amendment. We, therefore, believe 
that the Luckenbach amendment is workable, and should be adopted if the bill is 
reported favorably. 

The amendments suggested by the Maritime Administration are far reaching 
and important, and broaden the scope of this bill far beyond the program con- 
templated by S. 3877. As to these amendments, we urge that a new draft of 
the bill be introduced, on which the entire steamship industry may have an op- 
portunity to be heard. These amendments were first suggested on June 11, 
1956, at the House hearings, and the time has been too short for a complete 
study. The amendments would cause this legislation to overlap in practically 
all respects existing legislation, such as the chartering provision of the 
Ship Sales Act, the trade-in and build legislation of 1954 (Public Law 574, 
83d Cong.), and section 510 (among others) of the 1936 act. The only major 
change in existing legislation would be to permit the chartering of tankers. Full 
hearings should be held on such amendments, not only to give reasonable oppor- 
tunity for industry comments, but also to reconcile the bill as so amended with 
existing legislation. 


AMENDMENTS PROPOSED BY LUCKENBACH STEAMSHIP Co., Inc., To S. 3877 


1. Insert as new subparagraph (4) of section 1 (f) (renumber present subpars. 
4 and 5, as 5 and 6, respectively) : 

“No chartered tanker shall carry cargo on any portion of a movement (by 
any one or more modes of transportation) between any points east of longitude 
110° west, and any point west thereof.” 

2. Insert as new sentence in section 3 after second word on line 21 of page 4: 

“No cargo tankship constructed pursuant to this Act shall carry cargo on any 
portion of a movement (by any one or more modes of transportation) between 
any point east of longitude 110° west, and any point west thereof.” 


SAN FRANCISCO, CALIF., June 22, 1956. 
Re H. R. 11122 
Hon. HERBERT C. BONNER, 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington, D.C. 

DEAR CONGRESSMAN BONNER: The Pacific American Tankship Association is 
composed of the following companies located on the Pacific coast of the United 
States owning and/or operating tankships: 


General Petroleum Corp. Standard Oil Company of California 
Hillcone Steamship Co. Tidewater Oil Co. 

Keystone Shipping Co. The Texas Co. 

Richfield Oil Corp. Union Oil Company of California 








SALE OF CHARTERS AND CONSTRUCTION OF VESSELS 107 


We have carefully reviewed and supported the statement made by Mr. Al- 
bert E. Rice, counsel for the American Merchant Marine Institute, before the 
Merchant Marine and Fisheries Committee of the United States House of Repre- 
sentatives on June 11, 1956, in opposition to H. R. 11122. 

A copy of Mr. Rice’s statement is attached. 

Very truly yours, 
PACIFIC AMERICAN TANKSHIP ASSOCIATION, 
A. E. Kian, President. 


That will conclude the hearings on this bill. The committee will 
adjourn. 

(Whereupon, at 12:20 p. m., the subcommittee was adjourned sub- 
ject to the call of the Chair.) 
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WEDNESDAY, JUNE 20, 1956 


Howuse oF REPRESENTATIVES, 
SUBCOMMITTEE ON MercHANT MARINE OF THE 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 


The committee met at 10 a. m., Hon. Herbert C. Bonner (chairman 
of the subcommittee) presiding. 

Mr. Bonner. On account of the lack of time available I will inter- 
rupt this hearing and listen to Admiral Good so he can return to his 
duties, and we will listen to testimony on House Joint Resolution 632. 


(H. J. Res. 632 follows :) 


{H. J. Res. 632, 84th Cong., 2d sess.] 


JOINT RESOLUTION To authorize the Secretary of Commerce to sell the T2—SE—-A2 
tankers, Mission San Antonio and Mission De Pala 


Resolved by the Senate and House of Representatives of the United States of 
America in Congress assembled, That (a) the Secretary of Commerce is hereby 
authorized during a period of six months after the enactment of this joint reso- 
lution to sell to Browning Lines, Incorporated, the T2-SE-A2 tankers, Mission 
San Antonio and Mission De Pala, on an as is, where is, basis. The sales price 
for the Mission San Antonio shall be the sum of $874,371.90, which sum shall 
be reduced by $311 per day for the period beginning July 1, 1956, and ending 
with the date of execution of the contract of sale of the vessel. The sales price 
for the Mission De Pala shall be the sum of $864,414.66, which sum shall be re- 
duced by $311 per day for the period beginning July 1, 1956, and ending with the 
date of the execution of the contract of sale of the vessel. In the event that either 
or both of the above-named vessels should be unavailable for sale, the Maritime 
Administrator shall designate sutiable substitute vessel or vessels to be sold 
within six months from such designation at the statutory sales price as fixed by 
the provisions of section 3 (d) of the Merchant Ship Sales Act of 1946 (60 Stat. 
41), but without regard to the last two sentences of section 3 (d), so as to allow 
depreciation of $311 per day up to and including the date of execution of the 
contracts of sale of such vessels. 

(b) Each such sale shall be on the basis of the payment by the purchaser of 
not less than twenty-five per centum of the vessel sales price at the time of execu- 
tion of the vessel sales contract, with the balance payable in approximately equal 
annual installments over the remainder of the economic life of the vessels, which 
economic life is to be determined by the Maritime Administration, with interest 
on the portion of the vessel sales price remaining unpaid at the rate of three and 
one-half per centum per annum. The obligation of the purchaser with respect to 
payment of such unpaid balance, with interest, shall be secured by a preferred 
mortgage on the vessels in form satisfactory to the Maritime Administrator. 

(c) Such sales shall be made upon condition and agreement that the purchaser 
recondition the vessels satisfactory to the Secretary of Commerce in a domestic 
shipyard for use as container ships and also subject to the further condition that 
the vessels will be employed on essential foreign trade routes 3 and 4. 

(d) Any contract of sale executed under authority of this Act shall provide 
that in the event the United States shall, through purchase or requisition, acquire 
ownership of any such vessel, the owner shall be paid therefor the value thereof, 
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but in no event shall such payment exceed the actual depreciated sales price under 
such contract (together with the actual depreciated cost of capital improvements 
thereon) ; that in computing the depreciated acquisition cost of such vessel, the 
depreciation shall be computed on the vessel on the schedule, adopted or ac- 
cepted by the Secretary of the Treasury for income tax purposes as applicable 
to such vessel ; that such vessel shall remain documented under the laws of the 
United States during the remainder of the economic life of the vessel or as long 
as there remains due the United States any principal or interest on account of 
the sale price, whichever is the longer period; and that the foregoing provisions 
respecting the requisition or the acquisition of ownership by the United States, 
and documentation shall run with the title to such vessel and be binding on all 
owners thereof. 


THE GENERAL COUNSEL OF THE TREASURY, 
Washington, June 18, 1956. 
Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 


My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on House Joint Resolution 632, to authorize the Secretary of 
Commerce to sell the T2-—SE-A2 tankers, Mission San Antonio and Mission De 
Pala. 

The bill, which would provide the terms under which the Secretary of Com- 
merce would be authorized to sell the tankers Mission San Antonio and Mission 
De Pala, is not of primary interest to this Department. Accordingly, the Depart- 
ment has no recommendation to make on the general merits of the proposed 
legislation. 

Very truly yours, 
F’rep C, ScrIBNER, Jr., 
General Counsel. 





COMPTROLLER GENERAL OF THE UNITED STATES, 


Washington, June 20, 1956. 
Hon. Hersert C. BONNER, 


Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 


Dear Mr. CHAIRMAN: Further reference is made to your letter dated June 6, 
1956, acknowledged June 7, inviting our views and recommendations on House 
Joint Resolution 632, 84th Congress, 2d session, entitled ‘Joint resolution to 
authorize the Secretary of Commerce to sell the T2-SE-—A2 tankers, Mission San 
Antonio and Mission De Pala.” 

House Joint Resolution 632 would authorize the Secretary of Commerce, dur- 
ing a period of 6 months after its enactment, to sell the tankers Mission De Pala 
and Mission San Antonio, on an “as is, where is’ basis, to Browning Lines, Inc., 
for $864,414.66 and $874,371.90, respectively, subject to the condition that the 
purchaser recondition the vessels in a domestic shipyard for use as container 
ships in the foreign commerce of the United States on trade routes 3 and 4. The 
sales price of each vessel would be reduced by $311 a day for the period begin- 
ning July 1, 1956, and ending with the date the contract of sale is executed and, 
in the event the named vessels are not available for sale, the Maritime Adminis- 
trator is to designate suitable substitute vessels which are to be sold at their 
statutory sales prices determined under section 3 (d) of the Merchant Ship Sales 
Act of 1946, but without regard to the floor price fixed by that section, depre- 
ciated at $311 a day up to and including the date the contracts of sale are 
executed. The purchaser would be required to pay at least 25 percent of the sales 
price of each vessel at the time the contract of sale is executed. The balance of 
the sales price, secured by a preferred mortgage on each vessel, would be payable 
in approximately equal annual installments over the remainder of the vessel’s 
economic life, as determined by the Maritime Administration, with interest pay- 
able at the rate of 314 percent a year. 

The contracts of sale made under the authority of House Joint Resolution 632, 
would be required to contain two provisions that would run with the title to each 
vessel and would be binding on all owners. Under the first of such provisions, 
if the Government purchases or requisitions any of the vessels, the owner would 
be paid either the value of the vessel or the sales price under the contract plus 
the actual cost of capital improvements depreciated on the basis of the depre- 
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ciation schedule adopted or accepted by the Secretary of the Treasury for income 
tax purposes for the vessel, whichever is the lesser. Under the second provision 
each vessel is to remain documented under the laws of the United States during 
the remainder of its economic life or as long as there is due the United States 
any principal or interest on account of the sales price, whichever is the longer 
period. 

The two tankers named in the bill are war-built vessels within the meaning 
of that term as used in the Merchant Ship Sales Act of 1946. They are of the 
T2-SE-—A2 tanker type with a speed of 16 knots, as contrasted with the 14% 
knots of the T2-SE-—A1 tanker type. They were transferred to the Navy Depart- 
ment in 1947, were returned by the Navy to the reserve fleet in 1954 and are pres- 
ently included in the 20 tankers which H. R. 11122, 84th Congress, 2d session, 
would authorize to be chartered from the reserve fleet pending construction of 
certain cargo-tankships by the charterer. 

As stated above, the tankers named in the bill are classified as war-built vessels 
under the Merchant Ship Sales Act of 1946. With respect to the sale prices of 
such vessels, it should be noted that under section 3 (d) 4 of that act a war-built 
tanker could not be sold for less than a floor price of 50 percent of the domestic 
war cost of tankers of the same type if such amount was greater than the vessel’s 
statutory sales price adjusted for war service and for depreciation to the date 
of sale. In the case of the President Cleveland and President Wilson, which were 
sold pursuant to Public Law 533, 88d Congress, 2d session, and in the case of the 
Square Sinnet and Square Knot, which were sold under Private Law 629, 84th 
Congress, 2d session, the floor prices of the vessels in question were found to be 
greater than the statutory sales prices adjusted for war service and depreciation 
to January 15, 1951, the expiration date of the sales authority under such act. 
Consequently, the sales prices were computed by depreciating the floor price, less 
a residual value, over the remainder of a 20-year vessel life. The unadjusted 
statutory sales price of the Mission De Pala and Mission San Antonio computed 
under section 3 (d) of the 1946 sales act, was $2,271,500. The sales prices of 
$864,414.66 for the Mission De Pala, and of $874,371.90 for the Mission San 
Antonio, which are prescribed by the present bill, were determined by deducting 1 
percent for wartime service, and 5 percent per year for depreciation from the date 
of the vessel’s delivery to June 30, 1956, from the unadjusted statutory sales 
price. The depreciation rate results in a daily depreciation charge of $311, the 
amount stated in the joint resolution for reducing the sales prices beginning 
July 1, 1956. However, it should be noted that application of the same method 
used in computing sales prices of the vessels sold under Public Law 553 and 
Private Law 629 to the vessels named in House Joint Resolution 632, would re- 
sult in a sales price of $1,019,866 for the Mission De Pala as of June 30, 1956, and 
of $1,024,248 for the Mission San Antonio, an increase of approximately $150,000 
per vessel over the sale prices stated in the present bill. The daily depreciation 
rate beginning July 1, 1956, would be about $334. Since the bill provides that any 
vessels substituted for the named vessels are also to be depreciated at the rate of 
$311 a day to the date of sale, it is assumed that the substitute vessels would be 
restricted to other T2-SEH-—A2 tankers, since the stated depreciation rate would not 
necessarily be proper for application to vessels of a different class. Needless to 
say, the provision of the bill directing sale of such substitute vessels at the 
statutory sales prices without regard to the floor price established in the last 2 
sentences of section 3 (d) of the Merchant Ship Sales Act will result in price 
differences which may be larger or smaller than in the case of the 2 vessels 
named in the bill. 

No sales of T2-SE-—A2 in operating condition have ever been consummated. It 
is therefore impossible to establish a market value for these tankers based on 
actual sales. However, recent sales of T2-SE—A1 (1444 knot) tankers have been 
consummated at $1,500,000 for United States-flag operation, and $2,200,000 for 
foreign-flag operation. Based on such information it would appear that the 
present market value of the higher speed tankers named in House Joint Resolu- 
tion 632 would be substantially greater than either the prices stated therein or the 
prices computed according to the formula previously described as having been 
used in recent statutory sales of other war-built vessels. 

It is our understanding that no American-flag subsidized operator has been 
employed on trade routes 3 and 4 since December 31, 1953, when the New York 
and Cuba Mail Steamship Co. failed to renew its subsidy contract, and that the 
Federal Maritime Board considers it desirable to maintain a subsidized operator 
on such routes. The necessity for maintaining privately owned and operated 
United States-flag vessels on all essential trade routes in the interest of national 
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defense and the development of foreign commerce, was of prime concern to Con- 
gress in enacting both the Merchant Marine Act of 1936 and the Ship Sales Act of 
1946. Hence, the sale of vessels from the reserve fleet to be used on trade routes 
3 and 4 is in accord with the basic policy expressed in both of these acts, and 
would appear to be in the interest of the United States. Whether it is presently 
advisable to remove tankers from the reserve fleet for conversion to dry-cargo 
operation in such service is a matter on which we have no information and offer 
no comment. However, it is our opinion that the departure from previously 
established methods of computing the prices at which war-built vessels were 
sold under prior legislation has resulted in the inclusion of prices for sale of the 
vessels contemplated by House Joint Resolution 632 which are substantially lower 
than their market value. Whether such inducement is essential to institution of 
American-flag operated vessels on trade routes 3 and 4 would appear to be a 
question of national policy exclusively for determination by Congress. 
Other than the foregoing we have no comments to make on the bill. 
Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


DEPARTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
Washington, D. C., July 16, 1956. 
Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 


My Dear Mr. Bonner: On June 20, 1956, the Department of the Navy, on behalf 
of the Department of Defense, submitted comments on House Joint Resolution 632 
to authorize the Secretary of Commerce to sell the T2-SE-A2 tankers, Mission 
San Antonio and Mission De Pala, to your committee. This report was submitted 
in advance of clearance by the Bureau of the Budget at the request of your com- 
mittee. 

The Bureau of the Budget has advised that there is no objection to this report. 

Sincerely yours, 
N. J. FRANK, Jr., 
Captain, United States Navy, 
Acting Director, Office of Legislative Liaison 
(For the Secretary of the Navy). 


DEPARTMENT OF THE NAVY, 
OFFICE OF THE SECRETARY, 
Washington, D. C., June 20, 1956. 
Hon. HEersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 


My Dear Mr. CHAIRMAN: Your request for comment on House Joint Resolution 
632, to authorize the Secretary of Commerce to sell the T2-SE—A2 tankers, Mis- 
sion San Antonio and Mission De Pala, has been assigned to this Department by 
the Secretary of Defense for the preparation of a report thereon expressing the 
views of the Department of Defense. 

This joint resolution would authorize the Secretary of Commerce to sell to 
Browning Lines, Inc., the tanker Mission San Antonio for $874,371.90 and the 
tanker Mission De Pala, for $864,414.66. Should either or both of these vessels be 
unavailable for sale, the Maritime Administrator would be authorized to desig- 
nate suitable substitute vessels to be sold at statutory sales price fixed by section 
3 (d) of the Merchant Ship Sales Act of 1946. 

The two tankers named in the joint resolution are now in the national defense 
reserve fleet. The Department of the Navy on June 14, 1956, as a result of 
urgent need to fill military logistics requirements, requested the Secretary of Com- 
merce to return 7 T2—SE—A2 tankers, including the Mission San Antonio and the 
Mission De Pala, to MSTS for operation. 

H. R. 11122, which was the subject of recent hearings by your committee, in- 
cluded the Mission San Antonio and the Mission De Pala in a group of 20 named 
national defense reserve fleet tankers whose charter would be authorized by that 
bill. The Department of Defense in comments on that bill opposed the designa- 























SALE OF CHARTERS AND CONSTRUCTION OF VESSELS 113 


tion of tankers by name because of resulting difficulties in connection with the 
administration of the national defense reserve fleet for defense purposes. These 
objections are of even greater validity when applied to sale (as opposed to char- 
ter) of any particular vessel because this would preclude any recapture of such 
vessel for national defense needs short of full mobilization. 

Any legislation relating to sale of vessels from the national defense reserve 
fleet, to preserve the concept that this fleet exists for national defense, should (1) 
provide that the selection of a particular vessel for sale should be a matter of con- 
currence between the Secretary of Commerce and the purchaser subject to the 
determination of the Secretary of the Navy, in each instance, that such sale will 
not adversely affect the national defense; and (2) any alterations to be made to 
such vessel should be approved by the Secretary of the Navy to insure that the 
- defense characteristics of the vessel are not adversely affected. 

It is understood that the Browning Lines, Inc., proposed purchasers of the two 
tankers named in House Joint Resolution 632 propose to convert these ships to 
cargo container carriers, thereby destroying their characteristics as tankers. 
This would adversely affect our mobilization potential in tankers inasmuch as the 
T2-SE-—A2 are the most modern tankers in the national defense reserve fleet. 

Similar considerations apply to the less modern T2—SE-—A1 tankers in the na- 
tional defense reserve fleet, but in the interest of increasing our active merchant 
marine, no objection would be interposed to the conversion of two of these tank- 
ers should alternative vessels be unavailable or unsuitable. However, there are 
three vessels which might be suitable for the purposes of House Joint Resolution 
632. They are the U.S. 8S. Suwanee, U. 8S. S. Chenango, and U. 8. 8. Santee, escort 
aircraft carriers built on tanker hulls, authority for whose disposal from the re- 
serve fleet is being sought through H. R. 11612, legislation sponsored by the De- 
partment of Defense. Use of these vessels would not adversely affect our tanker 
mobilization potential. 

In view of the above, it is recommended that House Joint Resolution 632 be 
amended to delete provisions authorizing the sale of particular tankers by name 
and that there be substituted therefor authority for the Secretary of Commerce 
to sell tankers from the national defense reserve fleet to United States citizens 
subject to the determination of the Secretary of the Navy, in each instance, that 
the removal of a vessel from that fleet will not adversely affect the national de- 
fense. It should further be provided that any alterations to be made to such ves- 
sels be approved by the Secretary of the Navy to insure that the defense charac- 
teristics of the vessel are not adversely affected. 

Subject to the indicated revisions, the Department of the Navy, on behalf of the 
Department of Defense, interposes no objection to the enactment of House Joint 
Resolution 632. 

This report has been coordinated within the Department of Defense in accord- 
ance with procedures prescribed by the Secretary of Defense. 

There has been insufficient time to obtain advice from the Bureau of the Budget 
as to the relationship of this report on House Joint Resolution 632 to the program 
of the President. 

Sincerely yours, 
N. J. FRANK, Jr., 
Captain, United States Navy, 
Acting Director, Office of Legislative Liaison 
(For the Secretary of the Navy). 


STATEMENT OF ADM. ROSCOE F. GOOD, DEPUTY CHIEF OF NAVAL 
OPERATIONS (LOGISTICS)—Resumed 


Admiral Goop. I do have an extremely busy day, and I appreciate 
this, Mr. Chairman. 

Mr. Bonner. Please proceed, Admiral. 

Admiral Goop. My name is Roscoe F. Good. I am Deputy Chief 
of Naval Operations (Logistics) in the Office of the Chief of Naval 
Operations, Department of the Navy. I appear today as a witness 
both for the Department of the Navy and the Department of Defense. 

House Joint Resolution 632, which is before the committee today, 
will authorize the direct sale of two T2-SE-—A2 tankers, the Mission 
San Antonio and Mission De Pala, for conversion to container ships 
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to be employed on essential foreign-trade routes 3 and 4. I should 
point out that these same two ships are also named in H. R. 11122. 

Last week I appeared before this committee and the Interstate and 
Foreign Commerce Committee of the Senate on H. R. 11122 and 
S. 3877, related legislation which would authorize the charter, as dis- 
tinguished from direct sale, of 20 tankers from the national defense 
reserve fleet, for operation in domestic commerce as combination 
tanker-container ships. I stated in both of these hearings, and I 
repeat here today with specific Teme to House Joint Resolution 
632, that the Department of the Navy vigorously supports the con- 
cept of maintaining a national defense reserve fleet. From the view- 
point of national defense mobilization requirements, a privately owned 
and operated United States merchant marine of sufficient size quanti- 
tatively and qualitatively to meet defense requirements would be an 
ideal situation. With this in mind, I consider the most valuable type 
merchant ship, from the viewpoint of national defense, to be one 
which is actively operating and returning a profit to its owners. 

However, the Secretary of the Navy and the Chief of Naval Oper- 
ations have major responsibilities in the field of petroleum logistics on 
which some aspects of all this proposed legislation impinge in unac- 
ceptable degree. 

Under the requirements of the Cargo Preference Act, the Navy, 
commencing in mid-1954, placed in the national defense reserve fleet 
17 USNS T2-SE-A2 tankers as a ready reserve with which to meet 
Department of Defense petroleum logistic requirements, should con- 
ditions necessitate such use in a situation short of full mobilization. 
Such a situation is now upon us, since the commercial tanker fleet is 
unable or unwilling to augment the MSTS nucleus fleet in required 
degree at fair and reasonable rates. On May 22, 1956, the Navy re- 
quested that 10 of the ex-Navy tankers be returned to the Navy, and on 
June 14, 1956, requested the return of the remaining . The first: 10 
are now being broken out of the fleet, and the last 7 are to follow 
shortly. This will leave in the national defense reserve fleet, avail- 
able for sale or charter, 18 T2-SE-—A1 tankers, acquired by the Mari- 
time Administration from private owners principally through the 
trade-in-and-built law. 

Navy interest in House Joint Resolution 632 is concerned with the 
impact this legislation would have on the military logistics system and 
incorporating adequate provisions to safeguard the requirements of 
national defense. 

I, therefore, find it necessary to oppose this legislation on two 
counts. The first is the immediate and urgent need for these ships 
to handle current petroleum-logistics business. The second is the fact 
that the conversion proposed for these ships, as distinguished from 
that proposed for the ships to be chartered in the domestic combination 
tanker-container ship trade, would, in fact, end their availability 
for tanker use. T hey would become specialized dry-cargo ships, not 
susceptible to reconversion for tanker use on full mobilization except 
at very considerable expense and rather long delay. 

Asa possib le alternative to House Joint Resolution 632, I should 
like to invite attention to still another item of tation: namely, 
H. R. 11612. This bill would authorize the disposal of certain ships 
from the United States Naval Reserve Fleet, including, among others, 
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three vessels which appear to be equally or even more suitable for the 
purposes mentioned in House Joint Resolution 632. The three ships 
to which I refer are the U.S. S. Suwannee, Chenango, and Sante. All 
of these were escort aircraft carriers converted from tanker hulls. 
Favorable congressional action on H. R. 11612 would result in their 
availability for the purposes contemplated in House Joint Resolution 
632. Use of these vessels would not affect our tanker mobilization 
potential since they are presently configured as CVE’s, and not as 
tankers. 

With regard to the utilization of tankers in the national defense re- 
serve fleet, the Navy opposes the naming of specific ships and types 
in legislation authorizing disposition or “charter to private industry. 
Finally, until it can be foreseen that the antic ipated mobilization re- 
quirements will be satisfied in time of emergency, the Navy would 
oppose any modifications to tankers which would destroy their petro- 
leum lifting capability. 

That concludes my statement, Mr. Chairman. 

Mr. Ray. Admiral, would these container types of ships be impor- 
tant to you in time of emergency ¢ 

Admiral Goop. An answer to that question, sir, would have to be a 
bit on the speculative side. My own personal opinion is that the com- 
mercial interests are rapidly demonstrating the value of these special 
types of dry-cargo ships, the roll-on, roll- off, lift on-lift off, the con- 
tainer ship, and similar kinds. 

I feel sure that within a reasonable period of years the armed serv- 
ices will look to that kind of service to move a lot of their freight. 

If they can do it quicker and with less manpower that way, we cer- 
tainly are going to follow their example. 

Indirectly I ‘think I have answered your question, that we would 
unquestionably find these ships useful in time of war. 

Mr. Ray. I got that impression, Admiral Good. 

Mr. Mattuiarp. Your suggestion that those tanker hull CVE’s 
might be suitable for conversion, do you have any idea whether it 
will be more costly to convert them than it would be to convert these 
other types / 

Admiral Goon. Yes, it would, but perhaps I should explain myself: 

The T2-SE-A2 tankers in the Reserve Fleet are about three-quar- 
terms the size of the others, and slower. 

The three ships I named in my testimony as being possibly available 
from the Navy Reserve Fleet are about 20,000-ton 20-knot ships. In 
other words, they are more nearly the size of the Mariner than they 
are the size of a T2 tanker. 

Solely from the standpoint of the commercial operator, we will have 
a bigger ship to convert. Therefore it will cost more money, but you 
will have a much more valuable ship when he is finished w ith the con- 
version because it will be able to carry more freight faster, and other 
things being equal the value of the ship is proportionate to its cargo 

“apt city and speed. 

Going into the more minor detail, the ships in the United States 
Navy Reserve Fleet are not configured for civilian manning. Their 
living spaces are arranged for enlisted personnel. He would, there- 
fore, have to make a conversion in the living spaces to meet American 
Bureau of Shipping and Coast Guard standards, which do not apply 
to Navy-manned ships. 
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In addition to that, the CVE’s are twin-screw ships, and hence they 
would require a slightly larger crew and be a little more cmpener? 
to operate from that point of view than the T2—A2 tanker would be. 

Mr. Petty. Admiral, are these three ships that you referred to 
stricken from the list? 

Admiral Goop. No, sir; that is our trouble. We cannot dispose of 
them until we have congressional authority to strike them from the 
Navy register. 

Mr. Petiy. Has it been requested they be stricken ? 

Admiral Goop. That is the purpose of this pending legislation. 

Mr. Bonner. That bill is pending where ? 

Admiral Goon. It has been introduced by Mr. Vinson, chairman 
of the Armed Services Committee, sir. 

I have inquired during the past 2 days, and to the best of my knowl- 
edge no hearings are scheduled on it as of the moment, sir. The Navy 
would be very anxious to see this bill passed. 

Mr. Bonner. You mean the bill 

Admiral Goop. The whole list of them. 

Mr. Bonner. 11612, pending before another committee. 

Admiral Goon. Yes, sir. I understand it has been introduced and 
it is pending before the Armed Services Committee, but the best in- 
formation I have been able to obtain in the last 2 days, sir, is that no 
hearings actually have been scheduled. 

Mr. Bonner. Mr. Dingell introduced a companion bill, as I under- 
stand it. 

(uestions, Mr. Dingell ? 

Mr. Diner. I want to thank the committee for the courtesy it has 
extended to me this morning. 

Admiral, these vessels, as you and I understand it, are to fill essen- 
tial trade routes, routes 3 and 4, which are currently vacant. Is that 
right ? 

Admiral Goop. That was my understanding from the legislation, 
sir. 

Mr. Drnce.txi. The Navy naturally would approve such a program 
to fill the essential trade routes ? 

Admiral Goop. It is a question in which the Navy does not have 
a primary interest, sir. Our primary interest is in the disposal of 
the ships which we no longer require. However, I feel sure the Navy 
would support the Maritime Administration in its efforts to fill unfilled 
trade routes. 

Mr. Dincetu. Is there any new tanker construction going on in the 
Navy or the Maritime Commission which you know about? 

Admiral Goop. There is some new tanker construction going on in 
the Navy. We are currently building four commercial-type tankers 
for MSTS with appropriated funds. We have a possibility of build- 
ing up to 15 others with private capital, for charter, provided the 
prospective builders and operators can arrange the very complicated 
financial arrangements which have to be made before that can go on. 
Those 15 ships would represent an investment of $120 million to $150 
million. 

Mr. Dinceit. What is the contemplated completion date of these 
other vessels ? 
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Admiral Goop. The four being built for the Navy with appropri- 
ated funds are hung up at the moment because of the Westinghouse 
strike. 

Westinghouse was under contract to provide the electric generators 
for the ship, and we have been unable to get delivery of the generators 
on time. 

The best statement I can make as to completion dates is that we 
will require 14 weeks to complete the ships after the generators are 
delivered. 

Mr. Dincexu. As to those first-class vessels you referred to being 
delayed by the strike, are they substantially the same class as these 
two mission-type vessels shi the Browning interests want to pur- 
chase ¢ 

Admiral Goop. No; they are both larger and faster. 

Mr. Dineetx. Would you say those two vessels would make these 
mission-class vessels, which the Browning interests want to purchase, 
obsolete ? 

Admiral Goop. No. The significance point here, Mr. Dingell, with 
respect to tankers, is this: Our position for mobilization, the total 
potential of the country to move oil in time of war, we are much more 
limited in that than we are in certain other types of cargo. Dry 
cargo, transport next best, and tankers are the worst. 

Mr. Dineeru. Would it be fair to say the completion of these other 
vessels will not change your needs with regard to these two mission- 
type vessels which the bill provides for the sale of? In other words, 
you inform us that up to approximately 19 vessels are either under 
construction or contemplated for the Navy. 

Admiral Goon. Yes. 

Mr. Dincetxt. What I am trying to get at is this: When you finally 
receive delivery on these other vessels, will these mission class tankers 
which the bill refers to then be essential to the Navy, or is there a 
possibility the Navy’s needs would change? 

Admiral Goop. We have two conditions here, Mr. Dingell, under 
which I really should answer that question. 

First, there is the situation with which we are confronted today. 
We are not engaged in an all-out war. Nevertheless, we find our- 
selves unable to get sufficient commercial tonnage to move our oil, so 
we need ships out of the national defense reserve fleet to do so. 

Depending on the state of the market, the completion of ships which 
are in fact under construction, as well as ships which are being con- 
structed without any reference to the Navy at all, and wholly for com- 
mercial application, there could come a time when under the Cargo 
Preference Act, within the next 2 or 3 years, when we would have to 
return the T2’s to the reserve fleet. That would be one aspect of the 
situation. 

In asking for an answer to that you are actually asking me to predict 
market conditions 2 years from now, which would be hard to do. 

With respect to the long-range situation, and the total tanker po- 
tential which would be needed in case of an all-our war, we need to 
build all the new and fast ships that we possibly can. 

Mr. Dince.t, You mentioned a series of three CVHE’s, the Su- 
wannee, Chenango, and Santee. Would it be fair to say that the 
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Navy would look with favor on the purchase of these three vessels 
by the Browning interests, assuming they could be stricken from the 
Navy list and placed in a category where they could be sold? 

Admiral Goon. I would say this: The Navy would be happy to see 
these three ships in service as specialized container ships of the type 
I have heard described. 

The committee may not know, sir, but I think I should state I have 
discussed this legislation at length with some of the commercial peo- 
ple interested in it; and my understanding is that the flight deck 
would not be removed from these ships, but it will be used as a plat- 
form on which to land and move some of these containers. 

Our primary requirement for that kind of a ship in time of war 
would not be to move oil but to move Air Force aircraft as freight. 

Mr. Bonner. Which ships are you talking about now ? 

Admiral Goop. I am talking about these 3 tankers, 3 escort carriers 
which we are willing to dispose of from the United States Navy Re- 
serve fleet, sir. 

If they were in service as container ships and war came upon us, 
we could immediately take them over and put them to carrying Air 
Force aircraft as well as they would carry containers in commercial 
purposes and in peacetime. 

Mr. Drnceti. Where are these tankers to which you alluded earlier 
being built, these tankers being tied up for want of generators? 

Admiral Goon. I would like to verify this after I return, but my 
memory is that the New York Shipbuilding Corp. has a contract 
for all four. 

I am corrected. Three are at Sun Shipbuilding and 1 at Ingalls 
Shipbuilding Corp. 

Mr. Dincetxi. Where are those shipyards located ? 

Admiral Goon. The 3 being built by Sun Ship are at Chester, Pa., 
and the 4th one built by Ingalls is in Mississippi. 

Mr. Bonner. That is a contract job? 

Admiral Goon. Yes, sir. The law provided that no more than 3 
could be purchased from any 1 firm. 

Mr. Dincetx. I want to thank you very much, Admiral. 

Mr. Byrne. Why couldn’t the Philadelphia Navy Yard build some 
of those? You know, I have been over there trying to get some work 
for the Philadelphia Navy Yard. We are down to 9,800 employees. 

Admiral Goon. If we are talking purely physical capability the 
Philadelphia Navy Yard could build tankers. 

Mr. Byrne. I will skip the next question. 

Mr. Bonner. Thank you very much, Admiral. 

Our next witness will be Mr. Browning. 

Mr. Gorrtner. With the permission of the Chair, Mr. Browning 
would like me to read his statement. 
Mr. Bonner. That will be all right. 


STATEMENT OF TROY H. BROWNING, PRESIDENT, BROWNING 
LINES, INC. 


Mr. Gorrrner. My name is Troy H. Browning of Detroit, Mich. 
T am president of Browning Lines, Inc., and of its affiliated and asso- 
ciated companies, T. H. Browning Steamship Co., River Steamship 
Co., Midwest Steamship Co., and the Bob-Lo Co. These affiliates of 
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Browning Lines, Inc., operate 5 bulk carriers on the Great Lakes, 
with a capacity of approximately 11,000 cargo-tons each, and 2 pas- 
senger vessels between Detroit and the island of Bob-Lo (a Canadian 
island in the Detroit River), a 240-acre recreational area. 

For a period of more than 5 years I have been considering the 
institution of ocean transportation service to and from the Great 
Lakes under the American flag. Our proposals in this respect were 
first placed before the Federal Maritime Board in 1951. In 1953, I 
instituted an experimental steamship service between Great Lakes 
ports and Cuba, which service I operated for approximately 8 months. 

It is the intention of Browning Lines, Inc., to institute a service 
between New York, Cuba, and Mexico on essential foreign trade 
routes 3 and 4 as soon as possible. It is our intention to provide cargo 
service eventually on both essential trade route 3 and essential trade 
route 4 so as to include the service formerly operated by the New 
York-Cuba Mail Line. 

The New York-Cuba Mail Line was subsidized on its operations 
on trade routes 3 and 4 from the outset of the Merchant Marine Act 
of 1936, and before that it received financial aid from the Government 
in the form of ocean-mail contracts under previous maritime legis- 
lation. During this entire period and up to the time that New York- 
Cuba Mail canceled its operating differential subsidy agreement in 
1953, the United States Government invested many millions of dol- 
lars in this essential operation. 

There has been a general reluctance on the part of any American- 
flag operator to institute an American-flag service in the Cuban or 
Mexican trades. Following the cancellation of New York-Cuba 
Mail’s subsidy contract in 1953 there was no interest indicated on 
the part of any existing subsidized operator to take over these essen- 
tial services. This reluctance can be attributed to the substantial 
loading and discharging problems which are attendant to these serv- 
ices. These loading and discharging problems include not only the 
high costs of handling general cargo, but also the inordinate delays 
which are occasioned by the time spent in port by the standard type 
berth operation. I am well familiar with these problems from my 
experience in operating our experimental service to Cuba in 1953. 

We have made a detailed study of both the Cuban service and the 
Mexican service. The areas served in Central America are among the 
richest areas in the Western Hemisphere and many major commodity 
movements essential to our foreign commerce and to our national 
defense are involved. On the basis of the study we have made, the 
economic outlook in Cuba and in Mexico is brighter than at any time 
in their histories. The commodity movements between the United 
States and these Central American areas have increased substantially 
in the last 2 years, both in volume and in the number of commodities 
moving, and this increase presages a much more substantial increase 
in the immediate future. 

Despite this salutary outlook in our foreign trade with Cuba and 
Mexico, there is at the present time no United States-flag operator 
in those essential services. We believe that there is little chance 
that any United States-flag operator will institute or will be able 
to institute such services unless the service so begun can overcome 
the substantial difficulties which have traditionally beset all opera- 
tions in these services, and which magnify the substantial cost dis- 
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advantages of an American-flag operation. We have been studying 
this problem for several years, and we are convinced that we have 
the answer not only to a successful long-term United States-flag oper- 
ation in these services, but also the answer to the method whereby the 
United States-flag operator will eventually be able to operate an 
economically self-sufficient service without any subsidy aid from the 
Government. 

In order to overcome the substantial loading and discharging 
problems on these services, a method must obviously be found to 
eliminate the major part of these costs and to reduce materially the 
inordinate delays. Our considered plan for surmounting these tradi- 
tional obstacles is to institute under the American flag a compet 
container-ship operation. This operation is something that we have 
been considering and perfecting on the drawing boards for over 5 
years. We believe that the time is now most propitious for putting 
it into immediate operation. 

The containers will be the Clark Mobilevan containers presently 
manufactured by Fruehauf Trailer Corp. under the Clark Equipment 
Corp.’s patents. The dimensions of these containers are 8 by 8 by 17 
feet. The dry-cargo containers, having a cubic capacity of approxi- 
mately 900 cubic feet, are made of steel. The refrigerated containers 
would have the same outside dimensions, but the cubic is cut somewhat 
due to insulation, the cubic varying with the thickness of the insula- 
tion depending upon the temperature desired inside the box. The 
refrigeration for these reefer containers would be supplied by power 
facilities in the ship and would be plugged in. However, in order 


to keep the cargo carried at the temperature desired the refrigeration 
unit is a combination electric-gasoline motor, the latter being used 
for land operations, including shore-side storage or local land move- 
ment either by rail or truck. The container line also includes liquid 
bulk in tanks, dry bulk such as sugar, ore, grain, and other com- 


modities, and a flat similar to a pallet for carriage of automobiles, 
steel sheets, machinery, and other similar items. 

In short, the containers would be capable of handling all types of 
commodities now moving on these essential services. They would 
have the tremendous advantage of consolidating the cargo in one con- 
venient handling unit and would eliminate export packaging require- 
ments for outbound movements. Instead of being required to handle 
small parcels, we will be able to eliminate proximately 75 percent of 
the handling, which will result in a commensurate reduction in the 
handling costs and port delays. 

The advantages of this container operation can most vivdly be 
expressed by comparing the proposed operation with the existing 
methods of handling break bulk cargo. In today’s operation the 
average load per sling is one-quarter ton. With a container holding 
an average of 1214 tons the ship operator, employing container ships, 
has a 50 to 1 advantage over present-day loading and discharging 
operations. Another advantage of this proposed container ship is 
that especially designed cranes aboard the ship eliminate the neces- 
sity of shore cranes currently being employed in similar operations. 
This, in short, is a lift on/off operation. 

The container ship operation which we are proposing to institute 
is not something that is in the incipient stages of planning. We have, 
as stated above, been considering this operation for over 5 years. We 
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have detailed plans worked out. We have arranged for the con- 
struction and purchase of over 2,000 containers, which will contem- 
plate a total investment of approximately $8 million. The major 
obstacle confronting the institution of this operation at the present 
time is the availability of a proper container-type ship which may be 
economically and feasibly employed in the operation. We have in 
this respect for a peeked of the past several months considered in 
detail various alternatives. The primary requirement of a container- 
type ship is that it must have sufficient cubic space available in each 
of the twin decks to allow for the convenient storage and movement 
of the containers. There are only a few vessels in the present Ameri- 
van fleet which would lend themselves to this type of operation. Of 
course, in the long run it will be necessary to construct a specially 
designed container ship, but such construction would inevitably mean 
a 2-year or more interim before operations could be begun. Such an 
interim of delay is impossible if we are going ahead to consummate 
our contracts or the construction of the containers and to retain con- 
trol of our financing. We have, therefore, decided that an immediate 
operation can be begun by reconverting two 'T2-SE-—A2 tankers so as 
to provide three tween decks, plus main deck stowage on such vessels. 

We selected the T2-SE-—A2 tanker because it has the large cubic 
capacity necessary for this operation, and, secondly, it has the neces- 
sary speed to allow the operation to be economically successful. The 
reconversion work contemplated on these tankers would involve the 
stripping of the tanker facilities and the construction therein of three 
tween decks. We have had the preliminary designs for this re- 
conversion worked out by our naval architects. The cost for such 
reconversion work will be approximately $3 million. We believe 
that the vessels so reconverted would be a substantial addition to the 
American merchant marine and that the benefits of this new type 
operation would inure to the Government for purposes of national 
defense. The T2-SEK-A2 tankers so reconverted as container ships 
should have an economic life for purposes of the Merchant Marine 
Act of 1936 of at least 15 years, but, in any event, we would intend 
to construct 2 or more new type container ships within 5 years. 

If proper vessels were presently available for this operation, as 
discussed above, on the private market, we would, of course, begin 
our reconversion work immediately. Unfortunately, there are no 
T2-SE-A2 tankers or similar suitable vessels available from private 
parties, and it is necessary for us to seek the purchase of two such 
vessels from Congress through legislation. We have already had 
preliminary discussions with members of the Federal Maritime Board 
and with the Departments of the Navy and Defense concerning our 
proposal. 

We have laid our proposal before officials at the Departments of 
Navy and Defense, and the MSTS, in order to insure that our plans 
would achieve the maximum desirability for national defense pur- 
poses. It is my understanding that our proposal has the support 
in principle of these agencies. We have been informed, however, that 
the Department of the Navy could not support our proposal for re- 
leasing two T2-SE-A2 tankers from the maritime reserve fleet. We 
have no desire to interfere with the plans of the Department of the 
Navy or the MSTS concerning the retention of these tankers in the 
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Maritime Reserve Fleet, but we hope, however, that the relative 
merits of our plan to use these vessels as container ships in an es- 
sential service where there is presently no United States flag service 
would be considered as outweighing for national defense purposes 
and for purposes of the promotion ‘and development of the United 
States merchant marine and our foreign commerce whatever merits 
there may be in retaining the ships in the reserve fleet. 

Officials of the Department of the Navy have suggested to us 
that there are ships presently in the Navy Reserve Fleet which would 
suit our purposes. Three vessels called specifically to our eS . 
were the CVHE vessels, U. S. S. Suwanee (CVHE 27), U.S. S. 
Chenango (CVHE 28), and the U. 8S. S. Santee (CVHE 29), which 
are Navy tankers with a flight deck. We have studied the plans of 
these vessels and paamneene the vessels themselves in the Boston Navy 
Yard where they are laid up. These surplus Navy vessels would be 
very satisfactory to us—although the reconversion work would be most 
extensive—prov iding that the “"T2-SE-A2 tankers were not available 
and providing that we were given some assurance that we could pur- 
chase them. 

The three CVHE type vessels referred to are included in H. R. 
11612 now pending before the Committee on Armed Services, which 
bill would authorize the Secretary of the Navy to strike them from the 
Navy Register and to dispose of them according to law. It is our 
understi anding that if such bill should pass, the Secret ary of the Navy 
would be agreeable to transferring such vessels to the Secretary of 
Commerce for sale to Browning Lines, Inc., by the Maritime Admin- 
istrator, for the use as I have explained as container ships. I, there- 
fore, request that the following amendment be made in House Joint 
Resolutions 632 and 633, adding this sentence to paragraph (a) on 
page 2, beginning at line 138: 

In the event that no T2-SE-A2 tankers shall be available for sale, the Mari- 
time Administrator shall have the authority to sell to Browning Lines, Incor- 
porated, the following vessels, in the event that such vessels should be transferred 
to the Secretary of Commerce by the Secretary of the Navy: 

United States Ship Suwannee (CVHE 27), 

United States Ship Chenango (CVHE 28), 

United States Ship Santee (CVHE 29). 

The sales price of these vessels shall be the reasonable value thereof as 
determined by the Secretary of Commerce and Secretary of the Navy. The 
Secretary of the Navy shall be authorized to remove any equipment on such 
vessels as he may determine to be essential for national defense purposes or for 
use of the Department of the Navy, which equipment shall not be included in 
the sales price to the purchaser. 

As I have stated above, our main purpose is to institute a satisfactory 
and long-term American-flag operation on the old New York-Cuba 
mail services as quickly as possible. Our plans, we believe, have been 
worked out in considerable detail and present a most encouraging and 
convincing picture. Our company has available pier facilities in 
Cuba and we have arranged for pier facilities in the port of New York. 
We are, in short, filled with enthusiasm and ready to institute service 
as soon as we are able to obtain the proper vessels to begin service. 

Mr. Bonner. Questions, gentlemen ¢ 

Mr. Auten. I take it from the deser iption of the containers, that you 

can make about as many types of containers as there are freight cars. 

Mr. Brownie. We plan to have four dry cargo reefers, flats and 
tanks for liquid commodities, such as chemicals, and so on. 
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Mr. Atten. Actually you could offer the same services as an ordi- 
nary freight train with all of its great varieties? 

Mr. Brownine. That is correct. 

Mr. Auten. I notice in the proposed amendment it states C VHE 
Admiral Good referred to CVE’s. I wanted merely to be sure of the 
designations. 

Mr. Gorrrner. We will have to supply the correct designation of the 
vessels after we contact Admiral Good. 

Mr. Surewan. You hope to make progress by eliminating a lot of 
manpower and labor in building these containers? 

Mr. Browntnea. Yes, and time saved. 

Mr. SueeHan. Have you given thought to the possibility of having 
trouble in view of the fact people don’t want labor eliminated ? 

Mr. Browning. Yes. We will probably have a lot of feather- 
bedding. This ship is capable of unloading about 9,000 tons of cargo 
in 4 hours and loading i in 4 hours. 

Mr. Sueenan. Even by paying for featherbedding you still can 
make a substantial saving ? 

Mr. Browning. Yes, sir. 

Mr. Ray. Your statement doesn’t cover the point of your ability to 
finance this. Would you just cover that? 

Mr. Brow ning. How we propose to do it ? 

Mr. Ray. Yes, and w ‘eet se or not you expect Government aid. 

Mr. Brownine. Probably we will ask for as much aid as possible 
within the law, and the balance we have available. 

Mr. Ray. What aid do you have in mind asking for—an operating 
subsidy ? 

Mr. Brown1nG. On the ships themselves ? 

Mr. Ray. Or the operation. 

Mr. Browntne. We planned to ask for the regular subsidized con- 
version construction money. I think that runs somewhere between 
40 and 50 percent on the reconversion, and we are asking, naturally, 
for whatever goes with the trade routes. We had not planned to ask 
for anything different. 

Mr. Ray. In your plans for successful operation, which you say you 
have, how much of that success will depend upon subsidies ? 

Mr. Browninc. In my opinion, sir, I think the Government would 
recapture all of their subsidy. 

Mr. Ray. You have had considerable ship operating experience, I 
believe. 

Mr. Browntnea. Yes, sir. 

Mr. Byrne. How many working men did you eliminate with the 
container experience ? 

Mr. Browning. I should say roll-on-roll-off. We operated between 
Detroit and Cleveland during the war with roll-on-roll-off. 

Mr. Byrne. How many men would you eliminate? 

Mr. Brownina. I believe it has been set now at 8 men in a gang 
instead of 22. You are asking a lot where we don’t know all the an- 
swers yet. It is still a new operation which is starting and there will 
be a lot of questions which will have to be answered. 

Mr. Byrne. I object to operations like that to eliminate men. 

Mr. Petty. How do you arrive at the sales price, 874,000 plus for one 
and 864,000 plus for the other? 

Mr. Brownina. That is the book value, sir, at Maritime. 
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Mr. Peuiy. Have you had those vessels appraised ? 

Mr. Brownine. No, sir. 

Mr. Petty. You would not spend that much money without know- 
ing pretty well what they are considered to be worth? 

Mr. Brown1nc. We know pretty much what they are worth. 

Mr. Petty. They are worth considerably more in the world market, 
are they not? 

Mr. Brownrne. No. If you were going to sell them—and I am not 
a broker—to begin with there are no such ships on the world market. 
You have the Al’s in the world market, and they run somewhere be- 
tween $700,000 and $1,300,000. 

Mr. Petty. No further questions. 

The Cuatrman. Is this operation dependent on the Maritime Board 
giving you an essential trade route certificate 

Mr. Brownine. Yes. 

The CuHairmMan. So this legislation, then, is premature, it might be 
said ¢ 

Mr. Gorrtner. No, sir. In order to have any chance, you have 
to know where you are going to get a vessel. You must have the neces- 
sary enabling legislation as to the place to get a ship. 

The Cuatrman. I take it from your testimony and from your state- 
ment that you have an application pending before the Maritime Board. 

Mr. Gorrtner. I have not personally handled that. I am not sure 
that there is an application in—I am not sure what applications are 
in for the moment. 

The Cuarrman. But this gentleman here is the operator. 

Mr. Gorrtner. Yes. 

The Cuarrman. Do you have an application pending ? 

Mr. Brownine. We have, and again, as I say, before we put an 
application in, we had to know where we were going to get a ship to 
operate. Therefore, we have not discussed this matter with the Mari- 
time Board, but within the last week or 10 days Maritime asked us 
to get our application in, which is being done. 

The Cuairman. Youare going to do that? 

Mr. Browntna. Definitely. 

The Cuatrman. And this will be a subsidized operation ? 

Mr. Brownie. Yes, sir; that is correct. 

The CHarrman. With these ships ? 

Mr. Brownrne. Yes, sir. 

The Cuarrman. Mr. Dingell. 

Mr. Dincetx. I do not think I have any questions to ask, Mr. 
Chairman. 

I would like to thank the committee for the courtesy they have 
extended to Mr. Ray and myself in conducting hearings on these bills, 
and I hope that the committee will be able to give favorable consid- 
eration to these bills either in their present stage or with some com- 
mittee amendments which will make them acceptable to the committee. 

In conclusion, I would like to again thank the committee for your 
courtesy in holding these hearings. 

The CrHarrman. Our counsel, Mr. Drewry, has some qeustions. 

Mr. Drewry. Mr. Browning, you say you are tentatively asking for 
both a construction subsidy and a conversion operating subsidy for 
operation on the route. 
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Mr. Brownine. I believe it will be a construction subsidy; is that 
not right ¢ 

Mr. GorerTNER. Yes. 

Mr. Brownine. On the operating subsidy, of course, that we are 
asking for, you gentlemen know the source of that. If we do what 
we think we are going to do, that would be recaptured under the law 
anyhow. 

Mr. Drewry. But you are asking for a construction and operating’ 
subsidy ? 

Mr. Browntne. Yes, sir. 

Mr. Drewry. You have not filed application, but you are going to? 

Mr. Browninea. Yes, sir, that is correct, it is in process now. When 
we can obtain the type of ship that we can be permitted to buy or we 
will be able to obtain, we will get it. 

Mr. Drewry. The present law contemplates the construction of new 
vessels rather than the use of older ones. 

Mr. Brownine. That is correct, other than the fact that it would 
be maybe 2 or 3 years before you could get into operation with a new 
vessel, 

Mr. Drewry. But you have to have a subsidy in order to get into 
operation. 

Mr. Browntne. Yes, sir, that is correct. 

Mr. Drewry. How long would it take to get an operating subsidy 
granted at the present time? 

Mr. Brownrne. I will not answer that. I have not had enough 
experience to know. 

Mr. Drewry. And you, likewise, would contemplate a subsidy in 
connection with the new vessels which you would build in the 5-year 
period ? 

Mr. Browntne. Yes. 

Mr. Drewry. I notice on page 2 of the bill in subsection (b) that, 
apparently, you intend that this will be a Government-financed opera- 
tion throughout. You do not intend to use private financing in the 
acquisition of these vessels? 

Mr. Browntna. It was my understanding when we started that we 
would look at all types of ships that the Government had in order te 
see which ones would be best suited for our purpose. Then when we 
saw the plans of the ship and the machinery and understood it, we 
planned to go on and buy the ship, paying 25 percent down, and the 
Government holding a mortgage of 75 percent; yes, sir. 

Mr. Drewry. That is all. 

The Cuatrman. Are there any further questions? 

Thank you very much, Mr. Browning. 

That will conclude the hearing this morning. 

We will recess until 2:30 this afternoon, at which time other 
witnesses on both of these bills will be heard if it is convenient to the 
members of the committee. 


(Thereupon, at 12:05 p. m., a recess was taken until 2 p. m., of 
the same day.) 


The CuarrMan. We will now continue on H. R. 632. We have one 
additional witness from the Maritime Administration. 


83801—57——_9 





126 SALE OF CHARTERS AND CONSTRUCTION OF VESSELS 


STATEMENT OF CLARENCE G. MORSE, MARITIME ADMINISTRATOR, 
ON BEHALF OF THE FEDERAL MARITIME BOARD, THE MARITIME 
ADMINISTRATION, AND THE DEPARTMENT OF COMMERCE, AC- 
COMPANIED BY REAR ADM. WALTER FORD, RETIRED, DEPUTY 
ADMINISTRATOR (RESUMED), ALSO HYMAN HOCKFIELD, CHIEF, 
OFFICE OF GOVERNMENT AIDS; AND ELMER E. METZ, ASSISTANT 
GENERAL COUNSEL, MARITIME ADMINISTRATION 


Mr. Morse. Gentlemen, the joint resolutions, the texts of which are 
identical, would authorize the Secretary of Commerce to sell to 
Browning Lines, Inc., two named mission-type tankers, or substitute 
vessels designated by the Maritime Administrator, at prices specified 
in the joint resolutions. The terms of payment are 25 percent down 
with the remainder payable in equal annual installments over the 
economic life of the vessels which is to be determined by the Mari- 
time Administrator. The joint resolutions would require that if 
the Secretary sells the vessels to Browning Lines, Inc., the sale shall 
be on condition that the buyer recondition the vessels for use as 
container ships satisfactory to the Secretary of Commerce, and. that 
the vessels be employed on essential trade routes 3 and 4. The joint 
resolutions further provide for continued documentation of the ves- 
sels under the United States flag and that in case of requisition of 
the vessels by tne United States they shall be valued at their depreci- 
ated cost to Browning Lines, Inc. 

Since the operating-differential subsidy contract of the New York 
and Cuba Mail Line expired in 1953, there has been no American flag 
service on that portion of essential trade routes 3 and 4, which was 
formerly served by that company with American-flag vessels. That 
portion of essential trade routes 3 and 4 is between Atlantic coast 
ports of the United States and Cuba and Mexico. 

The Federal Maritime Board, the Maritime Administration, and 
the Department of Commerce want to have American flag service on 
that portion of essential trade routes 3 and 4, which was formerly 
served with American-flag vessels by New York and Cuba Mail 
Line. They would welcome such service either on an operating subsidy 
basis or on an unsubsidized basis. If, however, the service is to be on 
an operating subsidy basis, the operator would have to be willing and 
able to meet the requirements of the Merchant Marine Act, 1936, in- 
cluding the financial requirements, the operating skill requirements, 
and the replacement requirements. 

We understand that if the joint resolution is enacted, Browning 
Lines, Inc., will apply for construction subsidy aid and mortgage 
insurance aid to,convert the vessels to container ships, and that they 
will apply for operating-differential subsidy as well. We have not as 
vet received any formal application from Browning Lines, Inc., for 
operation on essential trade routes 3 and 4, and we do not know in 
any detail the kind of operation it proposes. We do not have any 
current detailed information on its financial status or on its operat- 
ing qualifications for deep sea operations, and we do not have infor- 
mation on which to base an opinion as to the economic feasibility of 
its proposed operations. We do not know whether Browning Lines, 
Inc., will be able to qualify for construction subsidy aid, or mortgage 
aid or operating subsidy aid. 
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To obtain an American-flag operator on that portion of essential 
trade routes 3 and 4 which is not now served by American-flag vessels, 
we would favor selling to an American-flag operator two vessels on 
the same basis that we have sold vessels under new legislation to accom- 
plish special purposes after the expiration of the sales authority of 
the Merchant Ship Sales Act of 1946. 

The price at which such vessels have been sold is the sales price of 
the vessels (computed under the provisions of the Merchant Ship Sales 
Act of 1946) as of January 15, 1951, depreciated, after reduction for 
residual value, on the basis of the life of the vessels remaining after 
January 15, 1951, based upon a 20-year life from date of delivery of 
the vessels by the builder, such depreciation to be for the period from 
the expiration of the sales authority of the Merchant Ship Sales Act 
of 1946 (which is January 15, 1951) to the date of execution of the 
contract of sale under the new legislation. This formula results in 
higher prices than those stated in the joint resolutions. Authority to 
sell under the joint resolutions would expire 6 months after enact- 
ment. This time. 6 months, is too short in view of the fact that Brown- 
ing Lines, Inc., has not yet submitted information necessary to per- 
mit an evaluation of their qualifications or of the economic feasibility 
of their proposal. We do not know whether the vessels named in 
the joint resolutions will be available for sale at the time Browning 
Lines, Inc., may establish their qualifications and the economic feasi- 
bility of their proposal. 

We recommend, therefore, that section (a) of the joint resolutions 
be amended to read as follows: 

Notwithstanding the provisions of section 11 of the Merchant Ship Sales Act 
of 1946, as amended, and section 510 (h) of the Merchant Marine Act, 1936, as 
amended, the Secretary of Commerce is authorized to sell, within one year 
after date of enactment hereof, to Browning Lines, Incorporated, on an as is, 
where is, basis, any two war-built vessels under his jurisdiction if the Secretary 
of Commerce determines that Browning Lines, Inc., is a citizen of the United 
States, as defined in section 2 of the Shipping Act, 1916, and possesses the 
ability, experience, financial resources, and other qualifications necessary to 
enable it to operate and maintain the vessels in service on that portion of 
essential trade routes 3 and 4 between Atlantic-coast ports of the United States 
and Cuba and Mexico and to maintain adequate service on such portion of 
such routes. The sales prices of the vessels shal] be their sales prices computed 
under the Merchant Ship Sales Act of 1946, as of January 15, 1951, depreciated 
(after reduction for residual value) on a straight-line basis for the period from 
January 15, 1951, to the date of execution of the contract of sale, on the basis 
of the portion of a twenty-year useful life of the vessels remaining after January 
15, 1951. 

Section (c) of the joint resolutions should be amended by inserting 
the arabic numeral 1 in parentheses immediately before the first word, 
by striking out all words in the section after the words “for use as 
container ships” on line 6, and by inserting at the end of the section 
the following: 

(2) Vessels sold under this Act shall be employed exclusively as dry-cargo 
common carriers on that portion of essential trade routes 3 and 4 between 
Atlantic coast ports of the United States and Cuba and Mexico, until the end 
of their useful lives, as determined under subsection (b) of this Act, or until 
they are replaced by hew tonnage, whichever happeus first. These restrictions 
shall run at law and in equity with the titles to the vessels and are binding 
upon all subsequent owners. 

With the understanding that we are not predicting whether Brown- 
ing Lines, Inc., will be able to qualify for construction subsidy aid, 
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or mortgage aid, or operating differential subsidy aid, or whether their 
proposal is economically feasible, we have no objection to favorable 
consideration of the joint resolutions, amended as proposed. 

Due to the urgency of the matter, we have presented these comments 
and amendments without securing ‘the final advice of the Department 
of Commerce or the Bureau of the Budget as to the relationship of 
House Joint Resolution 632 and House Joint Resolution 633 to the 
program of the President. 

In substance, what we say here is that we favor this, Mr. Bonner, 
but, not having any financi ial material from Browning Lines, Inc., we 
do not want to} pr ejudge whether they will qualify either for mortgage 
aid, construction subsidy aid, or operating subsidy aid. 

The CuHarrman. Any questions ? Mr. Allen? 

Mr. Aten. This morning, Mr. Morse, when Mr. Brown was testify- 
ing, following the testimony of Admiral Good, there developed a pro- 
posal for the “Browning interests to acquire 2 tankers or 2 ships now 
in the Navy reserve fleet. Did you examine the proposed amendment, 
and would that fit in with your recommendations ? 

Mr. Morss. I have not examined the amendment, but we would be 
agreeable to the substitution of that type vessel. 

Admiral Ford has a comment he would like to make on that. 

Admiral Forp. Mr. Allen, we have been studying that. There are 
11 CV E’s proposed for sale under this particular bill before the Armed 
Services Committee, and we have been working with the Navy on the 
idea of selling those ships for the purpose of conversion to commercial 
operation. And we are in agreement. That is under American flag. 

Mr. Auien. My particular concern went to the language of the 
amendment which provided that the sales price of these vessels shall 
be the reasonable value thereof as determined by the Secretary of 
Commerce and the Secretary of the Navy. Wouldn’t that provision 
as to value fit in with the proposals that you have just made? 

Mr. Morse. Those ships may be flattops, as I recall, so it is a little 
bit difficult to arrive at valuation. 

Mr. Atien. I was not thinking of valuation, but whether the provi- 
sions of law in your amendment and in here would enable you to reach 
a value and consummate a transaction. 

Mr. Morse. If the CVE’s are the ones that would be sold, then I 
think that language would be more acceptable, and we would endeavor 
to work out a satisfactory price in conjunction with the Navy. 

Mr. Atuten. Thank you, sir. 

‘The Cuarrman. What would happen? The Maritime Board is open 
for applicants to that trade route. Now, if we pass such a bill as this, 
would it apply to any other applicant? 

Mr. Morse. Not the way it is now worded, where the purchaser is 
restricted to Browning Lines, Inc. 

The Cuairman. Well, the trade route is open to any applicant meet- 
ing the requirements, isn’t it? 

Mr. Morse. Yes,sir. There have been no indications from any other 
source of interest in that particular trade route. The Browning Lines 
have indicated an interest in it. 

Mr. Ray. Just one question. As I understood the amendments you 
proposed, you get away from any reference to particular ships. You 
authorize the transfer of two vessels if they are under your control 
at the time. 
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Mr. Morse. Yes, sir. 

Mr. Ray. So that you make unnecessary the amendment that was 
proposed this morning, which changed the designation of the ships. 

Mr. Morss. It is my understanding on that, Mr. Ray, that the CVI’s 
are not what we would call war-built vessels, and therefore the Ship 

Sales Act pricing would not necessarily apply to those. And because 
they : re dattops, rather than a standard cargo vessel or a standard 
passenger vessel, a special pricing determination would have to be 
made. For that reason I suggested that if the vessels to be sold 
are these CVE’s, we would favor the pricing formula which Mr. 
Allen referred to rather than our pricing formula. 

Mr. Ray. Would that apply to any ships that you might find your- 
selves able to dispose of and which suited the purpose ¢ 

Mr. Morse. On any vessel which is a war-built vessel which would 
have been subject to the Ship Sales Act of 1946, we would favor the 
1946 formula. 

Mr. Ray. I think that could be put in, in the alternative. 

Mr. Auien. I think probably it is in the alternative, if the Browning 
amendment is adopted in addition to the amendment proposed to the 
bill by Mr. Morse. 

The Cyaan. There is one thing that bothers me in this. Have 
you any assurance that this trade route is going to be granted, so 
that this bill will be worth anything 

Mr. Morse. We have received very little factual material from 
Browning Lines, Ltd., other than indicating an interest. 

The Cuamman. I want some assurance from you, before we take 
this bill out on the floor of the House, that this trade route is 
going to be granted to this applicant here. Because this is pat- 
terned for this applicant. 

Mr. Morse. Fundamentally the problem is one of satisfying us on 
their financing and operating abilities, because there is no one in 
the trade route at the present time, so that they would not have to go 
through a 605 (c) hearing. 

The Caamman. It seems to me you have the horse back of the cart 
here. 

Mr. Morse. We would need only to make the finding that they can 
and will acquire suitable vessels for this particular trade route, and 
that they have the financial ability. Now, I can’t assure you at the 
present moment that they can meet those requirements, 

The Cuarrman. All right, sir. 

Any other questions ¢ 

Mr. Auten. With regard to the question that Mr. Bonner just asked, 
would it not be necessary that an applicant be in a position to acquire 
suitable ships, before you consider favorably any application { 

Mr. Morse. Certainly. Either that he in fact owned them or that 
we have assurances that he will obtain ships. 

Mr. Aten. Now, if his requirements are restricted to T-2 tankers 
or these three Navy ’ships, would it not be necessary that some a - 
tion be passed authorizing the sale of those ships to him before he 
would be in a position to acquire any ships? 

Mr. Morse. On the T-2 tankers, yes. Assuming the vessels are to 
be put up for competitive sale by ‘the Navy, then, as to CVIt’s, that 
condition would not necessarily apply. I assume he could be the 
highest bidder on those sales. 
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Mr. Aten. Under the bill that would authorize the sale or transfer 
by the Navy ? 

Mr. Morse. Yes, sir. 

Mr. Auten. But if the Navy transfers them to Maritime? 

Mr. Morse. Then we would have to have special authorization 
for the sale. 

Mr. Auten. Now, my particular point is: Must the legislation pre- 
cede the favorable action on the application? Or could the legisla- 
tion come after the application, the ruling of the Commission being 
conditional upon the legislation being passed ¢ 

Mr. Morse. Well, it could be done in either manner. But timing- 
wise, if the bill is not adopted this session, there is a year’s delay 
involved, in which I am sure the Board could act on his application, 
assuming he presses it vigorously, before a year from now. 

Mr. Aten. In other words, from your standpoint it is equally 
feasible to act with the legislation later, or before the Board action, 
but if the legislation comes later there could be no possible action by 
the Board that would be conclusive before Congress again meets ? 

Mr. Morse. That is correct. 

The Cuarrman. What is your position on the ships in question ? 
They are before another committee. We are acting on legislation 
here that has not been acted on elsewhere. The Armed Services Com- 
mittee has the bill that would transfer these ships from the Navy to 
you, Mr. Morse, and we would be passing a bill here—I do not like to 
get into any jurisdictional quarrels with other committees. Just 
what would be the situation in that respect ? 

Mr. Morse. Obviously, we commented only on the bill which was 
originally introduced, referring to the T-2 tankers, which would not 
involve any jurisdictional problem with some other committee. 
Frankly, I do not know how it can be worked out between this com- 
mittee and the Armed Services Committee as to making the CVE’s 
available for sale through Maritime. 

The CuatrmMan. As the bill was written, the Navy objects to the 
bill and wants to put an amendment in it providing for their ships 
that they want to declare surplus, based on the fact that it changes 
the ship from a tanker to a dry-cargo carrier. 

Admiral Forp. Mr. Bonner, I don’t remember that the Navy pro- 
posed an amendment to this bill. I believe they proposed this bill 
and recommended that Browning obtain the ships that are being pro- 
vided for in the bill now before the Armed Services Committee, and 
[ believe the wording of that bill is that these ships can be disposed of 
by the Secretary of the Navy either by sale or by scrapping or by other 
means. I do not think that Admiral Good proposed the amendment 
that Mr. Browning proposed. Mr. Browning’s amendment proposed 
that the sale of these ships be restricted to Browning. 

The Cuatrman. That is right. 

Admiral Forp. I don’t believe that was Admiral Good’s intention. 

The CHatrMan. I am glad you corrected me. But that gets us in 
a controversy. 

Admiral Forp. No, sir. I think Admiral Good was merely inviting 
attention to the fact—— 

The CuatrMan. I mean the amendment proposed by the proponent 
of the bill gets us into a controversy. 

Admiral Forp. Yes, sir; that could get you in trouble. 
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The Cuairman. I am very reluctant to get tangled up with Brother 
Vinson. I do not mind giving time to hearing legislation, but this is 
something that is altogether different from anything we have ever 
sat here this long and listened to. If we could clear up this case so 
that we know where we are going, I do not mind going along with the 
committee on the recommendations made by you gentlemen. I have 
explicit confidence in you. 

Mr. Auten. Could I ask one or two more questions? The amend- 
ment proposed by Mr. Browning with respect to the three Navy ships 
was conditional and would be operative only in the event that such 
vessels should be transferred to the Secretary of Commerce by the 
Secretary of the Navy. Under that language, it would appear that 
this committee would be taking no action to dispose of the vessels from 
the Navy reserve fleet, but would be dealing with the subject concern- 
ing those ships after they became a part of the Maritime laid-up fleet. 
Would that be your interpretation ? 

Mr. Morse. Yes; although I merely heard you read it at the moment. 

The Cuarrman. Any other questions now ¢ 

Mr. ALLEN. One other question. As a practical matter, in consider- 
ing this transaction, would it be a single transaction before Maritime 
to accomplish the sale of the vessels that might at the time be within 
the laid-up fleet and the granting of the subsidies that are involved ? 
In other words, if the Maritime action is to be depended upon as to 
the availability of ships to the applicant, would he not either have to 
deal entirely with Maritime or buy these Navy ships before he would be 
ina position to make his application and have it favorably acted upon ? 

Mr. Morse. The 1936 act says that the applicant must either be the 
owner or establish that he is able to obtain and operate the vessels. 
Obviously, if the vessels were owned by Maritime, so that we could 
control the sale, we could dovetail more readily the granting of the 
subsidy application with the sale to the applicant. 

Mr. AEN. On the other hand, if the Navy could sell them, it would 
be at competitive bids, and I presume the bids would be made and the 
offers accepted before the applicant would know what the action would 
be by the Maritime Board. 

Mr. Morse. I could not answer that, because I do not know when 
the sales would be made by the Navy. I would like to correct one 
statement I made. Mr. Metz called to my attention that in respect to 
Trade Route 4, a 605 (c) hearing would be required, because there is 
an existing operator on that route. 

The Cnarrman. What is that? What do you mean by that ? 

Mr. Morse. That means that we would have to go through a public- 
hearing procedure on the application for an operating subsidy, instead 
of being able to process the application administratively within the 
Maritime Board. : 

The CuarrmMan. The counsel would like to ask a question. 

Mr. Drewry. At that hearing there might well be other applicants 
for the same route, might there not ? 

Mr. Morse. It is quite possible. 

Mr. Drewry. And under vour proposed amendment, Browning 
would certainly be in a very favored position if they were named as 
the person to whom you would sell ships out of the reserve fleet. 

Mr. Morse. On the subsidy application ? 
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Mr. Drewry. Yes, sir. Because they would have this legislation 
which they could point to and say, “Here are our ships.” 

Mr. Morse. I think I made it very clear that we were not prejudg- 
ing their right under their subsidy application by approving in 
principle the sale of these two ships to them. 

Mr. Drewry. That is true. But they have met part of their opera- 
tion. If everything else were satisfactory, you come to the point 
where you say, “What ships are you going to use?” and they say, “We 
will use the ships that are in this bill.” Everything else has been 
cleared away then. Now, that tight market, which we have every 
reason to believe it will be, from what we have heard in the last few 
weeks, during the balance of this year—any other applicant would be 
in a less favored position as far as getting into an immediate start. 
He would either have to agree to build or buy at whatever the current 
market is. And would that not put him in an extremely unfavorable 
position ? 

Mr. Morse. That is true, assuming the other applicant was not the 
owner of vessels which could be utilized. 

Mr. Drewry. That is correct. 

Now, it seems to me that this proposal is a fairly radical departure 
from the 1936 act. The principle of the long-range program, under 
the 1936 act, was to establish an excess of trade routes and to have 
vessels to serve them, to offer the trade routes for service to owners, if 
you could get them, or people who would build, and then, failing that, 
under title VII to charter them, and failing that, for the Government 
to build the ships themselves and operate them themselves. 

This trade route has been out of operation now for how long? 

Mr. Morse. January 1, 1954. 

Mr. Drewry. Just 2 years. Has it been offered in any way, or have 
endeavors been made to bring other people in who might be interested ? 

Mr. Morse. Mr. Hochfeld can answer that. I know the answer is 
affirmative. 

Mr. Hocuretp. Yes, sir; discussions have been held with some of 
our operators in an endeavor to induce them to render more direct 
service to Cuba and Mexico. 

Mr. Drewry. Has this particular inducement been thought of 
before, where you would say to an applicant, “If you will go into an 
unoccupied trade route, we will make available to you vessels from 
the reserve fleet, which you can operate until you can get around to 
replacing them” ? 

Mr. Hocuretp. No direct attention has been given to this form of 
inducement. 

Mr. Morse. If for no other reason than the fact that when these 
discussions were held, the freight market was not nearly so tight as it 
is now, and operators had vessels that could have been utilized. 

Mr. Drewry. But this formula is in a sense either a substitution 
for or in addition to the charter principle, and it seems to be that to 
bring it up in this way, limiting it to one operator, would preclude, as a 
practical matter, any other applicant that might want to compete 
for the route. 

Mr. Morse. We would have no objection to amending the bill to 
leave it open to any applicant who wanted to utilize these vessels 
for this particular trade route. If you amend the bill to broaden it 
in that way, it seems to me you would also have to amend it to elimi- 





SALE OF CHARTERS AND CONSTRUCTION OF VESSELS 133 


nate the requirement that the vessels be used as container ships, because 
some other applicant might want to have a different type of an 
operation. 

Mr. Drewry. That is right. And a different type of operation, you 
might decide, would be either as good as or better. 

Mr. Morse. That is correct. 

Mr. Drewry. That is all, Mr. Chairman. 

The Cuatrman, Mr. Ray? 

Mr. Ray. Do I understand these last answers to mean, in view of 
your earlier testimony, that you would like to have some authority 
to sell ships that you now have authority to charter? To sell ships 
for use on an essential trade route? You would like to obtain more 
general authority ? 

Mr. Morse. Yes. We have no authority to sell any war-built ships 
at the present time. We have authority to charter dry-cargo vessels 
at the present time. 

Inasmuch as this particular applicant is proposing quite substan- 
tial modifications of the vessel, I do not know whether we would be 
agreeable to chartering a vessel to him, to be modified in this manner. 
We would prefer to have him purchase the vessel and make those 
modifications. 

Mr. Ray. And would you like to have continuing authority to 
engage in that sort of a transaction ? 

Mr. Morse No; I don’t think so. I think it is preferable when 
special situations of this sort arise that we should come to the com- 
mittee and air the problem to the committee. Because I think a wise 
thing was done when the authority to sell under the Ship Sales Act 
was closed. 

Mr. Drewry. It might be a very sound proposition, but the thought 
I had was that it is sort of ignoring the 1936 act in a good many re- 
spects, and it should be considered more as to whether the 1936 act 
needs amendment in that regard to make it of general application. If 
the 1936 act is wearing out, they ought to fix it up. 

Mr. Morse. No; I do not see that the 1936 act is defective in this 
regard. There is a question of whether we want to build ships and 
charter them. I think the proposition made by the applicant here is 
a sound solution to the problem. 

(Material pertaining to H. J. Res. 632 and 633 follow :) 

AMERICAN MERCHANT MARINE INSTITUTE, INC., 
Washington, D. C., June 20, 1956. 
Subject : House Joint Resolution 632 and House Joint Resolution 633 to authorize 
sale of certain tankers to Browning Lines, Inc. 
Hon. Hersert C, BONNER, 
Chairman, Committee on Merchant Marine, 
House of Representatives, Washington, D.C. 


DEAR Mr. BONNER: In connection with legislation recently considered by your 
committee, the American Merchant Marine Institute maintained that in the 
long run it would be advisable to maintain the policy established in the Ship 
Sales Act that tankers in the reserve fleet should not be available for sale or 
charter, but should be available to the Government in case of an emergency. 

House Joint Resolution 632 and House Joint Resolution 633, which would 
permit the sale of two tankers, present a similar problem, and we believe that 
no alteration of the act should be made. In the event, however, that Congress 
finds that present conditins justify the breaking-out of the reserve tanker fleet 
for private use, then we urge that all such vessels not required for Government 
use be made available for sale to qualified American-flag operators, either on 
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the basis of competitive bids or some other basis which will guarantee that they 
will be used in the best interests of the United States and its merchant marine. 
Sincerely yours, 
ALVIN SHAPIRO. 


Unitep Fruit Co., 
Washington, D. C., June 21, 1956. 
Representative HerBertT C. BONNER, 
Chairman, House Committee on Merchant Marine and Fisheries, 
Oid House Office Building, Washington, D.C. 

Drar Mr. BoNNER: Ailow me to respectfully draw your attention to the state- 
ment of Troy H. Browning, president, Browning Lines, Inc., before your committee 
during the hearings on House Joint Resolution 632, yesterday, specifically to 
page 3 of this testimony: ‘there is at the present time no United States-flag 
onerator in those essential services.” Also “there is little chance that any 
United States-flag operator will institute or will be able to institute such services 
unless the service so begun can overcome the substantial difficulties which have 
traditionally beset all operations in these services.” 

Mr. Browning was referring at the time to essential foreign trade routes 3 and 4. 
I would like to refute this portion of the testimony with the statement that the 
United Fruit Co. operates a United States-flag regular weekly service from New 
York to Cuba and from New Orleans to Cuba. 

It is our contention that the services from New York and New Orleans to Cuba 
are completely adequate to the need. 

Sincerely yours, 
JASPER S. BAKER. 


BROWNING LINEs, INC., 
Detroit, Mich., June 21, 1956. 
Hon. Hersert C. BONNER, 
Chairman, House Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

Dear Mr. BoNNER: At the hearings yesterday on House Joint Resolution 632 
and House Joint Resolution 633 certain questions were raised which I feel may 
not have been satisfactorily answered in my testimony, and I should like to 
request the opportunity to have this letter inserted in the record. 

The questions, which I feel may not have been satisfactorily answered in the 
record, are as follows: 

(1) Why has Browning Lines, Ine., not filed a formal application with 
the Federal Maritime Board for operating-differential subsidy on these routes 
pursuant to title VI of the Merchant Marine Act of 1936? 

(2) Would the effect of House Joint Resolution 632 and House Joint 
Resolution 633 be to give one company an unprecedented advantage as an 
applicant for subsidy on these routes? 

(3) Would these bills create a conflict or jurisdictional problem between 
the Committee on the Merchant Marine and Fisheries and the House Armed 
Services Committee? 

(1) The basic reason that Browning Lines, Inc., has not submitted a formal 
application for operating subsidy to the Federal Maritime Board is that such 
an application cannot, as a matter of law, be acted upon until the vessels to be 
operated by the applicant have been identified. In this respect section 601 (a) 
of the Merchant Marine Act provides that the Board is authorized and directed 
to consider the application of any citizen of the United States for operating 
differential subsidy covering “a vessel or vessels, which are to be used in an 
essential service in the foreign commerce of the United States.” 

Also, in this connection, the operating differential subsidy application form 
which has been prepared by the Federal Maritime Board requires that the appli- 
cant state the vessel or vessels which he intends to operate in the essential service 
applied for. 

In addition to the legal requirements of the Merchant Marine Act of 1936 
concerning the identification of the vessel or vessels to be employed, Browning 
Lines was confronted with a substantial practical consideration of béing unable 
to consummate its methods of private financing until it had some assurance of 
obtaining the vessels which it intended to employ in its new operation. As was 
stated in my testimony yesterday, the investment of Browning Lines in the con- 
tainers alone would amount to some $8 million. In addition to this, and wholly 
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aside from any investment required for the purchasing and reconversion of 
vessels, there will be required additional capital for purposes of current opera- 
tions and other necessary expenditures. No part of this substantial investment 
would be covered by any financial aid in the form of subsidy or in the form of 
Government-insured financing from the Federal Maritime Board. Browning 
Lines has arranged for this substantial investment of private capital in the 
neighborhood of $13 million, but, of course, the consummation of such financing 
is dependent upon the ability of the company to institute service and to go 
forward with its plans within a reasonably short period of time. The only 
obstacle and the only factor which is preventing this entire plan from being put 
into operation is the lack of suitable vessels to be employed. 

We have discussed this problem with the members of the Federal Maritime 
Board and its staff and have explained the reasons why it would be futile with- 
out some assurance that we could obtain the needed vessels to submit a pre- 
mature application for operating differential subsidy on these trade routes. Our 
efforts to obtain the vessels through legislation at the close of the current legis- 
lative session was not a spur of the moment decision. The company has scoured 
the private market in an effort to purchase suitable vessels from private sources 
for a period of over 6 months. These efforts were unsuccessful because there 
are no suitable vessels available in the privately owned American merchant 
marine for sale to Browning Lines. We sought legislation for the purchase of 
Government-owned vessels only as the last recourse after all other efforts had 
failed. 

(2) Browning Lines has no desire to seek any special-purpose legislation 
which would give it an unprecedented or unfair advantage over any other appli- 
cant who might seek to become a subsidized carrier on trade routes 3 and 4 to 
Cuba and Mexico. On the contrary, we are quite willing that any opportunitie 
which may be afforded to our company should be available to any other citizen 
of the United States who may desire to commence such service and to make the 
necessary capital investment required. 

Certain facts, in this respect, I feel should be brought to the committee’s atten- 
tion. In the first place, after the New York-Cuba Mail Line voluntarily gave up 
its operating differential subsidy on these routes in 1953, the Federal Maritime 
Board called a meeting of subsidized lines to see whether any existing line would 
be interested in operating on these routes so as to protect the substantial invest- 
ment of the Government which had been made in the form of subsidy over a period 
of many years. So far as I know, there was no interest shown by any existin 
subsidized operator. In addition, there has been no United States-flag service 
on these routes following the cessation of New York-Cuba Mail subsidized copera- 
tion, and, as far as I know, no other citizen of the United States has either applied 
for subsidy or indicated any interest in providing a United States-flag operation 
on the routes. 

We believe that the plan of Browning to operate a complete container service 
on these essential foreign trade routes, with special lift-on and lift-off vessels 
and equipment, is the first revolutionary idea in cargo handling and ship opera- 
tion that has been proposed in the foreign trades of the United States on a large- 
scale basis for the last 50 years. We are not afraid that any other citizen of 
the United States may adopt our idea and come in to the Federal Maritime Board 
with a similar proposal to start service on trade routes 3 and 4. The fact is 
that no applicant has indicated any intention to do so for a period of more than 
3 years, but we agree that all avenues should be left open for this possibility 
and that the Board’s hands should not be tied in any respect from choosing the 
most qualified applicant. 

Therefore, in order to accomplish this purpose, we would be quite willing and, 
in fact, suggest that any authority for the sale of vessels requested in House 
Joint Resolution 652 and House Joint Resolution 633 provide that such sale will 
be to a United States citizen for employment on essential trade routes 3 and 4 
to Cuba and Mexico and that such sale should be further subject to the condition 
that such citizen should be approved by the Federal Maritime Board as a sub- 
sidized operator under title VI of the Merchant Marine Act of 1936, if such 
subsidy is requested by the purchaser. 

(3) I do not believe that the authority requested for the Secretary of Com- 
merece and Maritime Administrator under these bills would in any way conflict 
with the jurisdiction of the House Armed Services Committee. In the first 
place, the bills do not attempt to assume jurisdiction over vessels properly 
within the province of the Armed Services Committee, without the concurrence 
of the Departments of Navy and Defense and without the concurrence of that 
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committee. The three CVE vessels named in the amendment to our bills were 
suggested to us by the Department of the Navy as being ships which would be 
available to us for the purposes we had set forth. These vessels are part of a 
list of some 100 vessels listed in H. R. 11612, now pending before the Armed 
Services Committee, which would give the Secretary of the Navy the authority 
to a rike them from the Navy register and to dispose of them under existing 
methods. 

It is our understanding, from discussions with the Department of the Navy, 
that that Department and the Secretary of Defense would be willing to transfer 
these vessels to the Secretary of Commerce for disposal by the Maritime Admin- 
istrator. Admiral Good, at the hearings, stated that “the Navy would be happy 
to see these 3 ships (the 3 CVE’s mentioned in the amendment to the bills) in 
service as specialized container ships of the type I have heard described.” 
Unfortunately, the passage of H. R. 11612, and the subsequent transfer of the 
three vessels to the Secretary of Commerce and to the Maritime Administrator, 
probably would not afford the Maritime Administrator the authority to sell such 
vessels to a company for operation on trade routes 3 and 4. As Mr. Morse, 
Chairman of the Board and Maritime Administrator, explained at the hearings, 
licither the Board nor the Administration has any existing statutory authority 
to sell war-built vessels, or any other vessels, unless they were placed under 
his jurisdiction with statutory authority to sell them. I believe, therefore, that 
in order to assure that the purposes set forth in our bills can be accomplished, 
that such authority should be enacted for purposes of giving the Maritime 
Administrator the authority for such sale in the event that the Board should 
decide that the purchaser is fully qualified under title VI of the Merchant Marine 
Act. 

As far as the three CVE vessels are concerned, we do not ask that the House 
Merchant Marine and Fisheries Committee attempt to exercise any jurisdiction 
over these vessels for purposes of striking them from the Navy register or for 
giving the Secretary of the Navy any authority to dispose of them to us. We 
understand that the Department of the Navy is willing and quite anxious that 
we should have the opportunity to purchase these vessels, and that for this 
purpose they would transfer them, after H. R. 11612 had been passed, to the 
Secretary of Commerce for disposal by the Maritime Administrator. Any 
authority given to the Maritime Administrator under our bills would be subject to 
the condition subsequent that H. R. 11612 should be passed. 

In closing, I should like to state that the main purpose of Browning Lines 
is to institute United States-flag service on these routes as promptly as possible. 
I am willing that any amendment should be made to these bills which will afford 
to us the opportunity of accomplishing this purpose. We could, of course, under- 
take construction of new vessels, but such an undertaking at this time would 
mean at least a 3- or 4-year delay before operations could be begun. Since we 
are proposing a new type of service, namely, a complete container service, and 
because this undertaking contemplates a capital investment in containers alone 
of approximately $8 million, the difficulties of going ahead with the construction 
of the containers and in the consummation of financing would be almost insur- 
mountable. We are hopeful, therefore, that the authority requested in House 
Joint Resolutions 632 and 633, subject to the amendment suggested in this letter. 
will be given to the Maritime Administrator at this time. Such authority will 
merely insure that the Maritime Administrator and the Federal Maritime Board 
will be afforded the necessary flexibility to allow for the institution of United 
States-flag service on trade routes 3 and 4, where there has been no such service 
for a period of more than 3 years, subject always to the condition that any sales 
made by the Maritime Administrator under such authority could only be made 
to a citizen of the United States who has met all of the relevant statutory require- 
ments set forth in the Merchant Marine Act of 1936. 

Yours very truly, 
Troy H. Brownrnae, 
President, Browning Lines, Inc. 


The Cuarrman. Thank you very much. That will conclude the 
hearing. 
(Whereupon, at 4: 35 p. m., the hearing was closed.) 






SALE, CHARTER, AND CONSTRUCTION OF VESSELS 


TUESDAY, JULY 17, 1956 


Hovuse or REPRESENTATIVES, 
SuBCOMMITTEE ON MercHAant MARINE OF THE 
CoMMITTEE ON MercuantT MARINE AND FISHERIES, 
Washington, D.C. 
The committee met at 9:35 a. m., pursuant to call, in room 219, Old 
House Office Building, Hon. Herbert C. Bonner (chairman) presiding. 
The Cuamman. The committee will come to order. 


This morning we will take up House Joint Resolution 676, intro- 
duced by Mr. Ray. 
(The bill referred to follows :) 


{H. J. Res. 676, 84th Cong., 2d sess.] 


JOINT RESOLUTION To authorize the oe of Commerce to sell certain warbuilt 
vessels 


Resolved by the Senate and House of Representatives of the United States of 
America in Congress assembled, That (a) notwithstanding the provisions of sec- 
tion 11 of the Merchant Ship Sales Act of 1946, as amended, and section 510 (h) 
of the Merchant Marine Act, 1936, as amended, the Secretary of Commerce is au- 
thorized to sell within one year after the enactment of this joint resolution, to a 
citizen of the United States, within the meaning of section 2 of the Shipping Act, 
1916, as amended, for employment on essential trade routes 3 and 4 to Cuba and 
Mexico, two C4-S-B2 vessels, to be designated by the Maritime Administrator on 
an as, where is, basis, provided that the Secretary of Commerce shall determine 
before entering into such sales that the purchaser possesses the ability, expe- 
rience, financial resources, and other qualificattions necessary to enable it to op- 
erate and maintain the vessels in service on that portion of essential trade routes 
3 and 4 between Atlantic coast ports of the United States and Cuba and Mexico 
and to maintain adequate service on such portion of such routes. The sales prices 
of the vessels shall be their sales prices computed under the Merchant Ship Sales 
Act of 1946, as of January 15, 1951, depreciated (after reduction for residual 
value) on a straight line basis for the period from January 15, 1951, to the date 
of execution of the contract of sale, on the basis of the portion of a twenty-year 
useful life of the vessels remaining after January 15, 1951. 

(b) Each such sale shall be on the basis of the payment by the purchaser of not 
less than 25 per centum of the vessel sales price at the time of execution of the 
vessel sales contract, with the balance payable in approximately equal annual 
installments over the remainder of the economic life of the vessel, which economic 
life is to be determined by the Maritime Administration, with interest on the 
portion of the vessel sales price remaining unpaid at the rate of 314 per centum 
per annum. The obligation of the purchaser with respect to payment of such 
unpaid balance, with interest, shall be secured by a preferred mortgage on the 
vessels in form satisfactory to the Maritime Administrator. 

(c) (1) Such sales shall be made upon condition and agreement that the 
purchaser recondition the vessels satisfactory to the Secretary of Commerce in a 
domestic shipyard for use as container ships. 

(2) Vessels sold under this Act shall be employed exclusively as dry cargo 
common earriers on that portion of essential trade routes 3 and 4 between Atlantic 
Coast ports of the United States and Cuba and Mexico, until the end of their use- 
ful lives, as determined under subsection (b) of this Act, or until they are re- 
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placed by new tonnage, whichever happens first. These restrictions shall run at 
law and in equity with the titles to the vessels and are binding upon all subse- 
quent owners. 

(d) Any contract of sale executed under authority of this Act shall provide 
that in the event the United States shall, through purchase or requisition, acquire 
ownership of any such vessel, the owner shall be paid therefor the value thereof, 
but in no event shall such payment exceed the actual depreciated sales price under 
such contract (together with the actual depreciated cost of capital improvements 
thereon) ; that in computing the depreciated acquisition cost of such vessel, the 
depreciation shall be computed on the vessel on the schedule adopted or accepted 
by the Secretary of the Treasury for income tax purposes as applicable to such 
vessels; that such vessel shall remain documented under the laws of the United 
States during the remainder of the economic life of the vessel or as long as there 
remains due the United States any principal or interest on account of the sales 
price, whichever is the longer period; and that the foregoing provisions re- 
specting the requisition or the acquisition of ownership by the United States, and 
cocumentation shall run with the title to such vessel and be binding on all owners 
thereof. 


(The reports on H. J. Res. 676 follow :) 


TREASURY DEPARTMENT, GENERAL COUNSEL, 
Washington, D. C., July 16, 1956. 
Hon. Hersert C. BoNNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views 
of this Department on House Joint Resolution 676, to authorize the Secre- 
tary of Commerce to sell certain war-built vessels. 

The proposed legislation, which would provide the terms under which the 
Secretary of Commerce would be authorized to sell two C4-S—B2 vessels, is not 
of primary interest to this Department. Accordingly, the Department has no 
recommendation to make on the general merits of the proposed legisiation. 

Very truly yours, 
FreEpD C. Scrrpner, Jr., 
General Counsel. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., July 18, 1956. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

DeaR Mr. CHAIRMAN: Further reference is made to your letter of July 11, 
1956, acknowledged July 12, requesting our views on House Joint Resolution 
676, 84th Congress, 2d session. 

We are advised that following hearings before your committee yesterday, 
July 17, House Joint Resolution 676 was amended to provide authorization 
for the sale from the reserve fleet of two C4-S—B2 type ships to “the highest 
responsible bidder who is a citizen of the United States” with the “upset prices 
[being] the sales prices computed under the Merchant Ship Sales Act of 1946, 


as of January 15, 1951, depreciated (after reduction for residual value) on a 
straight-line basis for the period from January 15, 1951, to the date of execu- 
tion of the contract of sale, on the basis of the portion of a 20-year useful life 
of the vessels remaining after January 15, 1951.” 

While the restrictive use of the vessels and other conditions imposed by the 
bill upon the purchaser probably will materially limit the number of bids for 
such vessels, we believe that the amendment to require competitive bidding, 
with upset prices, is a desirable means of obtaining the most reasonable prices 
and of avoiding any criticism of favoritism to a particular operator. 

Accordingly, we perceive no objection to the pricing provision of House Joint 
Resolution 676, as amended. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


The CuatrmMan. The first witness will be Mr. Morse, the Maritime 
Administrator. 
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STATEMENT OF HON. CLARENCE G. MORSE, MARITIME 
ADMINISTRATOR—Resumed 












Mr. Morse. Good morning, gentlemen. 
We do not have a prepared statement because we have not had an 
opportunity to have this matter cleared with either Commerce or the 
Bureau of the Budget. We are in favor in principle of Joint Reso- 
lution 676, but, if 1 may, I would like to offer three suggestions. 
Inasmuch as this bill does not name a buyer, it may be that we 
would be confronted with two people offering to do the identical thing 
so that there would be a complication in deciding which one would 
be the one who would succeed in getting the vessels. Therefore, we 
vould suggest either naming the “Browning group, or alternatively 
providing in line 8, page 1, that the sentence be amended to read: 











to the highest responsible bidder who is a citizen of the United States within 
the meaning of * * * 

in that way. any citizen who is qualified would be permitted to bid 
to operate these ships on this trade route. 

Secondly, we are suggesting that you do not ide ntify these specific 
vessels. It may be that these vessels would prove to be the most de- 
sirable. On the other hand, it may be that the xy could find some other 
vessels that would be as suitable or more suitable, and it would there- 
fore be our suggestion that in leu of spec ify ing two C4-S—B2 vessels, 
although bearing in mind that these may be the ones and probably 
are the ones that the Browning interests would like to buy, there be 
more flexibility so that we do not identify the specific vessels but 
merely provide that— 










any two war-built vessels under the jurisdiction of the Secretary of Commerce. 

The Cuairman. That is on line 11, page 1. 

Mr. Morse. Yes. 

Then on page 2, line 9, the sentence starts with the words “The 

sales prices of the vessels * * *.” Here again, because there may 
be more than one bidde ‘r, we would suggest that you delete the words 
“sales prices,” and provide “the upset prices. 

The only other suggestion we would have would be on line 7, page ‘ 
that you delete the phrase “for use as container ships,” just ph 
that phrase. We know that these particular people are interested in a 
container ship operation but, if someone else were the successful bidder 
and wanted to enter that trade route, they might prefer to attempt 
some other type of operation. 

Mr. Ray. That last suggestion makes the most substantial of the 
changes that you have suggested. 

Mr. Morse. Yes, sir. If, for example, this bill were to provide 
specifically that it was a bill for the Browning interests, then we 
would have no objection to the provision that they be container ships. 

Mr. Ray. Going back to your first suggestion, which would be your 
preference ? 

Mr. Morse. Iam sorry. 

Mr. Ray. You have two suggestions in the alternative. Which did 
you like better for your purposes, to name the company or to use the 
language you referred to earlier ? 

Mr. Morse. We have no particular views one way or the other, Mr. 
Ray. Ido not know of anyone else, with one possible exception, that 
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has shown any interest in getting into this trade route. I know of 
no one who has talked about using a container ship operation other 
than the Browning interests. It would allow a little more flexibility 
if they container ship provision were deleted and if the price was to 
be an upset price. 

Mr. Ray. It does not sharpen the question of policy that is before 
the committee as much if you leave out that phrase “for use as con- 
tainer ships.” That is the new development which I think has some 
interest here. 

Mr. Morse. It has interest to us also. Our major interest is in 
getting an operator on those trade routes. The economics of the thing 
may require that it be a container ship operation or something 
comparable to that. Asa matter of fact, Mr. Browning’s studies may 
develop that some type of operation other than the container operation 
may be the desirable operation. In principle, we are in favor of the 
idea. We would like to see a vessel sold and converted for this trade. 

Mr. Ray. The other terms are satisfactory ? 

Mr. Morse. The other terms are satisfactory. 

The CuarrMan. Will you pardon me? 

Mr. Ray. I was through with the questions. 

The CuarrmMan. Will you proceed ¢ 

Mr. Morse. I have finished unless there are some other questions. 

Mr. Auten. Mr. Chairman. 

Mr. Morse, did you ever say that you recommended the passage? 

Mr. Morsr. We said at the inception that we favor in principle 
the idea. 

Mr. Atten. With the amendments you suggest this can be said to 
be a bill generally open to any purchaser ? 

Mr. Morse. Yes, sir. It would be. 

Mr. Auten. The striking out of the words “container ships” would 

take care of the contingency which might arise and did arise with the 
seed grains when the ‘stevedori ing interests in the foreign ports re- 


fused to handle car go in that form, and it would make it a better bill 
from that standpoint. 


Mr. Morse. It would give more flexibility. 

Mr. Auxen. Thank you, Mr. Chairman. 

The Cuatrman. Mr. Garmatz. 

Mr. Garmatz. I have no questions. 

The Cuatrman. Mr. Robeson ? 

Mr. Rogerson. I have no questions. 

The Cuarrman. Mr. Kluczynski? 

Mr. Kiwuczynskt. I have no questions. 

The Cuatrman. Mr. Dingell. 

Mr. Dincetu. I have no questions. 

The CHarrman. Counsel ? 

Mr. Drewry. Mr. Morse, does this contemplate operating subsidy ? 

Mr. Morse. The bill itself does not, but I think the operator has in 
mind applying for operating subsidy. 

Mr. Drewry. Well, then, the question of who would receive a 
subsidy would be resolved by the fact of who is the highest bidder for 
the ship, would it not? 

Mr Morse. No, sir. Whether he would get a subsidy would 


depend entirely on whether he would qualify under the 1936 act for 
a subsidy. 
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Mr. Drewry. So that he would buy the ship now and put it into 
operation restricted to that trade route and then apply for an operat- 
ing subsidy and possibly be unsuccessful ? 

Mr. Morse. He might be unsuccessful in getting an operating sub- 
sidy. 

Mr. Drewry. Then he has ships on hand still confined to operation 
on that trade route? 

Mr. Morse. Yes, sir. He can apply for the operating subsidy im- 
mediately without waiting to get the ships, as a matter of fact, 
because the statute says that any citizen who owns or in effect satisfies 
the Board that he will build or acquire a vessel may apply. 

Mr. Drewry. You may recall that at an earlier hearing on a pred- 
ecessor bill to this one that I expressed some concern about the pos- 
sibility that the bill might prejudge the operating subsidy deter- 
mination; but you feel that, as you suggest amending it, it will not 
have any such effect ? 

Mr. Morsr. In my thinking, it would not indicate or prejudge who 
would get an operating. subsidy. 

Mr. Drewry. Now, in the determination of a price, what does 
“after reduction for residual value” mean ? 

Mr. Morse. You start with a floor price and then reduce that. by 
214 percent of the prewar domestic price, and then you depreciate 
that net result for the remaining life of the vessel. 

Mr. Drewry. The depreciation at date of execution of the contract 
of sale is on the theory that the vessel is only worth that depreciated 
value at the time of the sale? 

Mr. Morse. That is correct. 

Mr. Drewry. Now, this, of course, does complete violence to the 
original concept of the Ship Sales Act. 

Mr. Mors. This is the basis on which 3 or 4 pieces of legislation 
have been approved for sales of vessels within the last 2 years. 

Mr. Drewry. This is not completely off the subject, but in working 
out the computation you made in your testimony before the Senate 
when the question of the 16-knot T-2’s w as up, as I saw it, the sales 
price would be about $1,019,000 on soe T-2; if it were approved for 
sale with depreciation at three-hundred-some dollars per day which 
figured out to about $122,000 per year; so that presumably for sales 
purposes at the end of 5 years the T-2 tanker would be down to a 

value of about $400,000 plus, and I am thinking a about the $150,000 
charter rate that was set in another bill we had before us which would 
be starting off about 15 percent of the value of the ship. At the end 
of 5 years it would be about 35 percent of the value of the ship; is that 
correct ? 

Mr. Morse. I cannot answer that categorically “Yes” or “No,” but 
it is obvious that, if you start off at 15 ‘percent on a million dollars 
today, if you depr eciate the million dollars at 5 percent for 5 years, 
= same 15 percent of a million dollars is substantially more than 

15 percent on $750,000. 

Mr. Drewry. Basically, what I am asking is if it is properly 
justifiable to break through the floor price principle for sales, does it 
not follow that it should also be done in case of charters to be 
consistent ? 

Mr. Morse. To be consistent, I think that would follow; yes, sir. 


83801—57 10 
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The price we were suggesting here was an upset price on a competitive 
bid basis so that it would not necessarily mean that we would get the 
minimum price. 

The Cuarrman. Are there any further questions ? 

Thank you, Mr. Morse. 


STATEMENT OF VICE ADM. ROSCOE F. GOOD, UNITED STATES NAVY, 
DEPUTY CHIEF, NAVAL OPERATIONS (LOGISTICS)—Resumed 


The Cuarrman. Admiral Good. 
A dmiral Goop. Good morning, Mr. Chairman. 
Phe CHarrman. Good morning, Admiral. 

Adusiral Goop. I have a prepared statement which will take about a 
minute and a half to read. 

My name is Roscoe F. Good. I am Deputy Chief of Naval Opera- 
tions (Logistics) in the Office of the Chief of Naval Operations, De- 
partment of the Navy. I appear today as a witness both for the 
Department of the Navy and the Department of Defense. 

The resolution which the committee is considering today offers an 
alternative ~ ms of procuring suitable vessels for operation on trade 
routes 5 and 4. The type of service to be initiated on these routes 
for the handling of containerized cargo is of special interest to the 
Department of Defense. My understanding of the proposed conver- 
sion of these ships is that they will become a type of lift-on, lift-off 
vessel capable of loading and discharging containerized cargo in a 
rapid manner. Commercial experience and service evaluation of this 
concept of ocean transportation is very desirable, and should be 
encouraged. 

At a previous hearing before the Senate Interstate and Foreign 
Commerce Committee, Mr. Clarence G. Morse, the Maritime Adminis- 
trator, stated that the Federal Maritime Board wanted American-flag 

service on that portion of trade routes 3 and 4 which was formerly 
served by American-flag vessels of the New York & Cuba Mail Line. 

In view of the proposed use of these vessels on these essential for- 
eign trade routes, the Department of the Navy supports House Joint 
Resolution 676. In so doing, and thereby releasing two C4-S—B2 
vessels from the national defense reserve fleet, the mobilization needs 
of the Department of Defense will not be jeopardized. The immedi- 
ite needs of our national defense to acquire operational knowledge 
of this type of specialized cargo transportation will be well served. 

On reading my statement, sir, I find that it is somewhat at variance 
with Mr. Morse’s recommended amendments this morning, the first 
two as to whether a particular operator is named, and the second as to 
the method of computing the price or determining the sale. The Navy 
would have no direct interest in those two but as to the third, which 
would delete the specification for containerized operation, [ would be 
a little more reluctant to support the measure without those words 
than I am tosupport it with those words. 

One of the intangible benefits which the Navy would acquire from 
such a service would be factual knowledge which we could adapt to 
our own purposes. My reluctance, however, would not be sufficient 
to withdraw my support of the resolution in general, sir. Even 
Ww —- those words, we would support the resolution. 

The Cuamrman. Are there questions ? 
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Mr. Garmartz. I have no questions. 

Mr. Roseson. I have no questions. 

Mr. Auren. I have no questions. 

The Cuatrman, Mr. Pelly. 

Mr. Petty. Admiral, do you not have an example of containerized 
service to Alaska which you could study and not insist on any such 
words being in this legislation ? 

Admiral Goop. That is true, sir, and there are a good many other 
prospects for various kinds of roll-on, roll-off or lift-on, lift-off serv- 
ice to come into at least trial use in the near fut ire. However, the more 
information we have and the more widespread its application, I think 
the better the conclusions will be. 

I do not make an issue of these three words so far as the Depart- 
ments of Navy and Defense are concerned. We would prefer a little 
bit to see the containerized service specified, sir, but we would not 
withdraw our support if those three words were stricken out. 

Mr. Petry. Thank you. 

The Cuairman. The purpose of the bill is generally understood to 
be for container sérvice. 

Admiral Goop. Yes, sir. That was the understanding in which we 
approached it in the first place, and I was caught by surprise when 
the amendment was proposed this morning. 

The Cuarrman. Here is a letter that I will ask counsel to read 
from the United Fruit Co. 

Mr. Drewry. This is a letter dated June 21. [Reading:] 

DEAR Mr. Bonner: Allow me to respectfully draw your attention to the state- 
ment of Troy H. Browning, president, Browning Lines, Inc., before your com- 
mittee during the hearings on House Joint Resolution 682, yesterday, specitical- 
ly to page 3 of this testimony: “There is at the present time no United States- 
flag operator in those essential services.” Also. “There is little chance that 
any United States-flag operator will institute or will be able to institute such 
services unless the service so begun can overcome the substantial difficulties 
which have traditionally beset all operations in the services.” 

Mr. Browning was referring to the essential foreign trade routes 3 and 4. 
I would like to refute this portion of the testimony with the statement that the 
United Fruit Co. operates a United States-flag regular weekly service from New 
York to Cuba and from New Orleans to Cuba. 

It is our contention that the services from New York and New Orleans to 
Cuba are completely adequate to the need. 

Sincerely yours, 
JASPER S. BAKER, 
Agent, United Fruit Co., Washington, D. 

The Cyatmrman. Does this letter in any way affect your position ? 

Admiral Goop. No, sir: because actu: ally my only purpose in being 
here, sir, is to testify as to the avail: ibility of the ships, and the dis- 
tribution of American-flag merchant shipping between the trade routes 
is something in which the Navy is not primarily interested. 

The Cuairman. In your testimony you wanted retained in the bill 
the desienation of the ships. 

Admiral Goop. That is immaterial, sir. 

Tl at) > ~ > t » f se | > * “| Ex a . st ] . 99 i ‘ . 

Phe CHAmMAN. But you want the words “container ships” retained 
in the bill? 

Admiral Goop. I would prefer it, sir, but not make a hard and fast 
issue of it. 

The CHarrmMan. That is so that the Navy can get the experience of 
the operation from observation. 
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Admiral Goop. Yes, sir. 

The Cuatrrman. Counsel ? 

Mr. Drewry. Admiral Good, if the word “container” were retained, 
do you feel that that word would be so narrowly construed as to limit 
it to some particular type of container, or would it permit loaded 
railroad cars or loaded trailer bodies as well as smaller units of dif- 
ferent shapes. 

Admiral Goop. I think the general impression that comes to me 
from the language is that it would be some sort of specialized container 
system. 

Mr. Drewry. A specialized container system could include loaded 
boxcars or trailer bodies, could it not? I mean that is the specialized 
part of it, the fact that it is on a ship which is unique. 

Admiral Goop. I think, Mr. Drewry, that that is really a legal ques- 
tion that would have to be explored before it could be answered 
definitely. 

Mr. Drewry. That is all, Mr. Chairman. 

Mr. Ray. Mr. Chairman. 

The CHarrMan. Yes. 

Mr. Ray. Would you ask Mr. Morse the same question ? 

The Cuatrman. Yes; I am going to call him back. 

Are there any other questions of Admiral Good ¢ 

Thank you, Admiral. 

Mr. Morse, will you step back, please? 


STATEMENT OF HON. CLARENCE G. MORSE, MARITIME 
ADMINISTRATOR—Resumed 


The Cuairman. I will give you the benefit of this letter. 

Mr. Morse. I have seen a copy of the letter. 

The CHairman. Does that in any way change your testimony, or 
do you have any comment on this letter ? 

Mr. Morse. I was aware of the fact that United Fruit does provide 
a service, but whether the type of service or the degree of service that 
they provide is sufficient to preclude an applicant from receiving an 
operating subsidy under the 1936 act, I am not prepared to answer. 
In other words, under a 605 (c) hearing, the United Fruit might be 
able to establish that their operation is sufficient to preclude the grant- 
ing of an operating subsidy to an applicant, and I cannot prejudge 
that. I am not familiar with the service that United Fruit provides. 

The Cuatrman. Are there any questions ? 

Thank you, Mr. Morse. 

Mr. Morss. I would like to comment, though, on this matter of 
containers. 

The CHatrman. Yes. 

Mr. Morse. I will tell you what my thinking is. I think that, if you 
have a roll-on, roll-off type of operation, that is not a container opera- 
tion. If you have a lift-on, lift-off operation, I do not think that is 
a container operation within the contemplation of this program, and 
what I mean by lift-on, lift-off, is to lift on and off a loaded vehicle 
like a trailer or a rail car. 

I think that the container operation certainly that Mr. Browning 
contemplates and that is in my thinking has been, whether it is a 
container the size of a truck van, exclusive of the chassis, or whether 
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it is a smaller container, that it would be a nonpropelled container type 
of thing. 

Mr. Drewry. What I was thinking is that what we are trying to do 
here is to bring into the merchant marine all of the most modern and 
efficient advances that have come along at this time. That is why I 
was concerned about whether possibly by using “container” we were 
keeping it too narrow and that by taking it out we might go back but, 
if “container” is limited to a particular type of box and somebody 
else develops a better system, or even assuming the Brownings are the 
successful applicants and they develop something that is still better, 
some conversion that is still better, then they should not be precluded 
from doing it, and you should not be precluded from insisting that 
they do it. 

Mr. Morse. That is right. That is why I suggested the deletion 
of “container.” Perhaps the phrase could be expanded instead of 
being deleted which would take care of the flexibility objection that I 
have. 

The CuarrmMan. What language would you suggest to meet with 
your approval ? 

Mr. Morse. I would rather submit this morning, after we have 
thought it out over on the staff level, proposed language which would 
broaden the definition. 

The Cuarrman. I wish you would. 

(The language referred to was later worked out with the committee 
staff, see p. 139). 

Mr. Ray. Mr. Chairman, not having consulted the constituents who 


started this movement as to these proposed amendments, and being 
aware that it is not good legal practice to call a witness to the stand 
whom you have not examined, if Mr. Fairchild or Mr. Kurrus would 
like to comment on these proposed amendments, I would like to have 
the comments on the record. 

The CHarrmMan. Yes. 

Thank you, Mr. Morse. 


STATEMENT OF RICHARD W. KURRUS, COUNSEL; ACCOMPANIED 
BY A. L. FAIRCHILD, BROWNING LINES, INC.—Resumed 


Mr. Kurrus. Mr. Chairman, I was not sure whether I was going 
to be called on to testify. I had a statement prepared. I would 
rather not read it since it is rather lengthy. 

The Cuamman. It will be all right to file your statement in the 
record. 

(The statement referred to follows :) 


STATEMENT OF RICHARD W. Kurrus IN Support or House Joint 
RESOLUTION 676 


My name is Richard W. Kurrus. I am counsel for Browning Lines, Inc., 
a Michigan corporation, and I am making this statement on behalf of the 
company. Mr. A. L. Fairchild, of Browning Lines, Inc., is here also to 
answer any question any member of the committee or its counsel may wish 
to ask. 

The officers and employees of Browning Lines, Inc., and of its affiliated and 
associated companies have had considerable experience in the steamship busi- 
ness, primarily on the Great Lakes. The affiliated and associated companies of 
Browning Lines, Inc., are T. H. Browning Steamship Co., River Steamship Co., 
Midwest Steamship Co., and the Bob-Lo Co. These affiliates of Browning Lines, 
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Ine., operate 5 bulk carriers on the Great Lakes, with each vessel having a 
capacity of approximately 11,000 cargo-tons, and 2 passenger vessels between 
Detroit and the island of Bob-Lo, a Canadian island in the Detroit River, which 
is a 240-acre recreational area. 

For a period of more than 5 years, the Browning interests have been consider- 
ing the institution of ocean transportation service to and from the Great Lakes 
under the American flag. Our proposals in this respect were first placed before 
the Federal Maritime Board in 1951. In 1953, Browning instituted an experi- 
mental steamship service between Great Lakes ports and Cuba, which service 
was operated for approximately 8 months. 

Browning Lines proposes to institute United States-flag steamship service on 
essential Trade Routes 3 and 4 to Cuban and Mexican ports—where there is pres- 
ently no United States-flag service. It is our intention to provide service on these 
routes so as to include the service formerly operated by the New York-Cuba Mail 
Line. 

The New York-Cuba Mail Line was subsidized on its operations on Trade 

toutes 3 and 4 from the outset of the Merchant Marine Act of 1936, and before that 

it received financial aid from the Government under ocean-mail contracts pur- 
suant to previous maritime legislation. During this entire period and up to the 
time that New York-Cuba Mail canceled its operating differential subsidy agree- 
ment in 1953, the United States Government invested many millions of dollars in 
this essential operation. 

There has been a general reluctance on the part of any American-flag operator 
to institute an American-flag service in the Cuban or Mexican trades. This 
reluctance can be attributed to the substantial loading and discharging prob- 
lems which are attendant to these services. These loading and discharging prob- 
lems include not only the high costs of handling general cargo, but also the 
inordinate delays which are occasioned by the time spent in port by the standard- 
type berth operation. 

srowning Lines has made a detailed study of both the Cuban and Mexican 
services. The areas served in Central America are among the richest areas in 
the Western Hemisphere and many major commodity movements essential to 
our foreign commerce and to our national defense are involved. On the basis of 
the study we have made, the economic outlook in Cuba and in Mexico is brighter 
than at any time in their histories. The commodity movements between the 
United States and these Central American areas have increased substantially 
in the last 2 years, both in volume and in the number of commodities moving, and 
this increase presages a much more substantial increase in the immediate future. 

Despite this salutary outlook in our foreign trade with Cuba and Mexico, there 
is at the present time no United States-flag operator in those essential services. 
We believe that there is little chance that any United States-flag operator will 
institute or will be able to institute such services unless the service so begun can 
overcome the substantial difficulties which have traditionaily beset all opera- 
tions in these services, and which magnify the substantial cost disadvantages of 
an American-flag operation. We are convinced that we have the answer not only 
to a successful long-term United States-flag operation in these services, but also 
the answer to the method whereby the United States-flag operator will eventually 
be able to operate an economically self-sufficient service without any subsidy aid 
from the Government. 

In order to overcome the substantial loading and discharging problems on 
these services, a method must obviously be found to eliminate the major part 
of these costs and to reduce materially the inordinate delays. Our considered 
plan for surmounting these traditional obstacles is to institute under the 
American flag a complete “container-ship operation.” This operation is some- 
thing that we have been considering and perfecting for over 5 years. We believe 
that the time is now most propitious for putting it into immediate operation. 

The containers will be the Clark Mobilevan containers presently manufactured 
by Fruehauf Trailer Corp. under the Clark Equipment Corp.’s patents. The 
dimensions of these containers are 8 by 8 by 17 feet. The dry-cargo containers, 
having a cubic capacity of approximately 900 cubic feet, are made of steel. The 
refrigerated containers, which are made of aluminum, would have the same 
outside dimensions, but the cubic capacity is reduced somewhat because of the 
insulation, the internal cubie capacity varying with the thickness of the insula- 
tion depending upon the temperature desired inside the box. The refrigeration 
for these reefer containers would be supplied by organic power facilities on the 
ship. 

The containers would be capable of handling practically all types of commod- 
ities now moving on these essential services. They would have the tremendous 
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advantage of consolidating the cargo in one convenient handling unit and would 
eliminate export packaging requirements for outbound shipments. Instead of 
being required to handle small parcels, we will be able to eliminate approxi- 
mately 75 percent of the handling, which will result in a commensurate reduction 
in the handling costs and port delays. 

The advantages of this container operation can most vividly be expressed by 
comparing the proposed operation with the existing methods of handling break- 
bulk cargo. In today’s operation, the average load per sling is one-quarter ton. 
With a container holding an average of 12 tons the ship operator, employing 
container ships, has a 50-to-1 advantage over present-day loading and discharg- 
ing operations. Another advantage of this proposed container ship is that espe- 
cially designed cranes aboard the ship eliminate the necessity of shore cranes 
currently being employed in similar operations. The service we propose 
be described as a lift-on/lift-off operation. 

The container-ship operation which Browning Lines is proposing to institute 
is not something that is in the incipient stages of planning. The officers of the 
company have, as I have stated, been considering this operation for over 5 y« 
Detailed plans have been worked out. The company has arranged for the con- 
struction and purchase of over 2,000 containers, which will contemplate a total 
investment of approximately $S million. The major obstacle confronting the 
institution of this operation at the present time is the unavailability of a proper 
container-type ship which may be economicaliy and feasibly employed in the 
operation. We have in this respect for a period of the past several months 
considered various alternatives. 

The primary requirement of a container-type ship is that it must have sufficient 
cubic space available in each of the ’tween decks to allow 
storage and movement of the containers. There are only a few vessels in the 
present American fleet which would lend themselves to this type of operation. 
Of course, in the long run it will be necessary to construct a specially designed 
container ship, but such construction would inevitably mean a 3-year or more 
interim before operations could be begun. Such an interim of delay is impossible 
if we are going ahead to consummate our contracts or the construction of the 
containers and to retain control of our financing. In the event that a foreign- 
fiag operator should institute such a container-ship operation on these routes, we 
are certain that the essential cargo movement would be permanently preempted 
and forever lost to the American merchant marine. We have, therefore, decided 
that an immediate operation can be begun by reconverting C4-S 


, 


can 
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B2 type ships. 
If proper vessels were presently available for this operation, as discussed 
above, on the private market, Browning Lines would, of course, begin the neces- 
sary reconversion work immediately. Unfortunately, there are no C4—S—B2 
or other similar suitable vessels available from private parties, and it is 
necessary for Browning Lines to seek the purchase of suitable vessels from 
Congress through legislation. We have already had preliminary discussions 
vith members of the Federal Maritime Board and with the Departments of the 
Navy and Defense concerning our proposal. 

The type of vessel needed for this operation is one with sufficient cubic 
capacity to carry approximately 500 containers and with a speed of not under 
16 knots so as to maintain schedule requirements. In order to 


obtain the 
necessary cubic capacity, it is most desirable to have a ship with engines aft 
so that the cubic capacity in the center of the ship will be available for the 
earriage of containers, 

There are two types of vessels available in the Government laid-up fleet which 
meet these requriements, namely, the T2-SE-—A2 tanker, and the C4—S—B2 vessel, 
which is a converted cargo ship. Each of these vessels would meet our require- 
ments and their availability to us would enable Browning Lines to institute its 
service on the routes promptly. 

We initially selected the T2-SE—A2 tanker because it has the large cubic 
capacity necessary for this operation, and, secondly, it has the necessary speed 
to allow the operation to be economically successful. The reconversion work 
contemplated on these vessels would involve the stripping of the tanker facilities 
and the construction therein of three ’tween decks. We have had the preliminary 
designs for this reconversion worked out by our naval architects. The cost 
for such reconversion work will be approximately $3 million. We believe that 
the vessels so reconverted would be a substantial addition to the American 
merchant marine and that the benefits of this type operation would inure to 
the Government for purposes of national defense. The T2—-SE—A2 tankers so 
reconverted as container ships should have an economic life for purposes of the 
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Merchant Marine Act of 1936 of at least 15 years, but, in any event, we would 
intend to construct 2 or more new type container ships within 5 years. 

We have laid our proposal before officials at the Departments of Navy and 
Defense, and the MSTS, in order to insure that our plans would achieve the 
maximum desirability for national defense purposes. Browning’s proposal 
has the support in principle of these agencies. We have been informed, how- 
ever, that the Department of the Navy could not support our proposal for 
releasing two T2—-SE-A2 tankers from the Maritime reserve fleet. But, the 
Navy has stated, and so testified before this committee’s Senate counterpart, 
that they would approve the release of the C4-S—B2 type ships covered by 
House Joint Resolution 676 for use on trade routes 3 and 4. As their engines 
are located aft, these C4-type ships would be excellent for our purpose. 

Before closing my statement, I should like to answer two other questions which 
may possibly be asked by the committee: 

(1) Why has Browning Lines, Inc., not filed a formal application with 
the Federal Maritime Board for operating differential subsidy on these routes 
pursuant to title VI of the Merchant Marine Act of 19367 

(2) Would the effect of House Joint Resolution 676 be to give one com- 
pany a more unprecedented advantage as an applicant for subsidy on these 
routes? 

srowning Lines has filed a letter of intent with the Federal Maritime Board 
stating its intention of instituting a United States-flag service on the routes 
in accordance with this letter, setting forth the details of Browning’s proposal, 
and various discussions have been had with the members of the Board and 
its staff. 

The basic reason that Browning Lines, Inc., has not submitted a formal appli- 
cation for operating subsidy to the Federal Maritime Board is that such an 
application cannot, as a matter of law, be acted upon until the vessels to be 
operated by the applicant have been identified. In this respect section 601 (a) 
of the Merchant Marine Act provides that the Board is authorized and directed 
to consider the application of any citizen of the United States for operating 
differential subsidy covering ‘‘a vessel or vessels, which are to be used in an 
essential service in the foreign commerce of the United States.” 

Also, in this connection, the operating-differential subsidy application form 
which has been prepared by the Federal Maritime Board requires that the 
applicant state the vessel or vessels which he intends to operate in the essential 
service applied for. 

In addition to the legal requirements of the Merchant Marine Act of 1936 
concerning the identification of the vessel or vessels to be employed, Browning 
Lines was confronted with a substantial practical consideration of being unable 
to consummate its methods of private financing until it had some assurance of 
obtaining the vessels which it intended to employ in its new operation. Browning 
Lines has arranged for this substantial investment of private capital in the 
neighborhood of $13 million, but, of course, the consummation of such financing 
is dependent upon the ability of the company to institute service and to go forward 
with its plans within a reasonably short period of time. The only obstacle 
and the only factor which is preventing this entire plan from being put into 
operation is the lack of suitable vessels to be employed. 

We have discussed this problem with the members of the Federal Maritime 
Board and its staff and have explained the reasons why it would be futile without 
some assurance that we could obtain the needed vessels to submit a premature 
application for operating differential subsidy on these trade routes. Our 
efforts to obtain the vessels through legislation at the close of the current legisla- 
tive session was not a spur-of-the-moment decision. The company has scoured 
the private market in an effort to purchase suitable vessels from private sources 
for a period of over 6 months. These efforts were unsuccessful because there 
are no suitable vessels available in the privately owned American merchant 
marine for sale to Browning Lines. We sought legislation for the purchase of 
Government-owned vessels only as the last recourse after all other efforts had 
failed. 

Browning Lines has no desire to seek any special purpose legislation which 
would give it an unprecedented or unfair advantage over any other applicant 
who might seek to become a subsidized carrier on trade routes 3 and 4 to Cuba 
and Mexico. On the contrary, we are quite willing that any opportunities which 
may be afforded to our company should be available to any other citizens of 
the United States who may desire to commence such service and to make the 
necessary capital investment required. 
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Certain facts, in this respect, I feel should be brought to the committee’s 
attention. In the first place, after the New York-Cuba Mail Line voluntarily 
gave up its operating differential subsidy on these routes in 1953, the Federal 
Maritime Board called a meeting of subsidized lines to see whether any existing 
line would be interested in operating on these routes so as to protect the sub- 
stantial investment of the Government which had been made in the form of 
subsidy over a period of many years. So far as I know, there was no interest 
shown by any existing subsidized operator. In addition, there has been no 
United States-flag service on these routes following the cessation of New York- 
Cuba Mail subsidized operation, and, as far as I know, no other citizen of the 
United States has either applied for subsidy or indicated any interest in pro- 
viding a United States-flag operation on the routes. 

We believe that the plan of Browning to operate a complete container service 
on these essential foreign trade routes, with special lift-on and lift-off vessels 
and equipment, is the first revolutionary idea in cargo handling and ship 
operation that has been proposed in the foreign trades of the United States on 
a large-scale basis for the last 50 years. We are not afraid that any other 
citizen of the United States may adopt our idea and come in to the Federal 
Maritime Board with a similar proposal to start service on trade routes 3 and 4. 
The fact is that no applicant has indicated any intention to do so for a period 
of more than 3 years, but we agree that all avenues should be left open for 
this possibility and that the Board’s hands should not be tied in any respect 
from choosing the most qualified applicant. 

Therefore, in order to accomplish this purpose, we would be quite willing and, 
in fact, suggest that any authority for the sale of vessels requested in House 
Joint Resolution 676 provide that such sale will be to a United States citizen 
for employment on essential trade routes 3 and 4 to Cuba and Mexico and that 
such sale should be further subject to the condition that such citizen should 
be approved by the Federal Maritime Board as a subsidized operator under 
title VI of the Merchant Marine Act of 1956, if such subsidy is requested by 
the purchaser. 

We should like to emphasize to the committee that the main purpose of 
Browning Lines is to institute United States-flag service to Cuba and Mexico 
on essential trade routes 3 and 4 as promptly as possible. srowning Lines 
could, of course, undertake construction of new vessels and it fully intends to 
do so within a short period of time, but such an undertaking at this time would 
mean at least a 3- or 4-year delay before operations could be begun. Since 
Browning is proposing a new type of service, namely, a complete container serv- 
ice, and because this undertaking contemplates a substantial capital investment, 
the difficulties of going ahead with the construction of the containers and in 
the consummation of financing would be almost insurmountable. We are hopeful, 
therefore, that the authority requested in House Joint Resolution 676, will be 
given by the Congress at this time. Such authority will insure that the Mari- 
time Administrator and the Maritime Board will be afforded the necessary flexi- 
bility to allow for the institution of the United States-flag service on essential 
trade routes, where there has been no such service for a period of more than 8 
years, subject always to the condition that any sales made by the Maritime Ad- 
ministrator under such authority could only be made to a citizen of the United 
States who has met all of the relevant statutory requirements set forth in the 
Merchant Marine Act of 1936. 


Mr. Kurrus. Would you like me to start with the comments on the 
amendments, sir ? 

The Cnatrman. Yes. You heard the testimony of Mr. Morse. 
Your comments on the various amendments that he proposes will be 
helpful. 

Mr. Kurrus. With respect to the amendments concerning the sale 
to the highest baddies, it is our understanding that nobody else, duri ing 
the per iod after the cessation of New York-Cuba Mail service in 
1953, has been interested in providing United States-flag service on 
these routes to Cuba or Mexico. If somebody else should be interested, 
I think that probably the amendment would make some sense. Of 
course, from the point of view of Browning, we would like some rea- 
sonable assurance that we would be able to get the ships. 
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The mechanics of the thing, as far as the Federal Maritime Board 
is concerned, presents somewhat of a problem, it seems to me. In the 
first place, I believe that the sales authority should only be exercised 
by the Board in the event that the Board approves the applicant under 
the Merchant Marine Act of 1936, title 6, as a qualified applicant; not 
necessarily that the applicant would receive a subsidy under the 
Merchant Marine Act of 1936 but that the applicant was fully quali- 
fied under title 6 of that Act. 

Mr. Morse. May | interrupt there, Mr. Kurrus? 

The Cuarrman. Yes, Mr. Morse. 

Mr. Morse. I am sure Mr. Kurrus is aware that sales authority is 
vested in the Administrator and the subsidy authority is vested in the 
Maritime Board. 

Mr. Kurrus. Lam aware of that fact, Mr. Chairman. 

I am just saying that, as far as the Board is concerned, I think that 
the Maritime Administrator could certainly take official notice of 
whether or not the applicant was qualified as an applicant under title 
6 of the Merchant Marine Act of 1936 and whether or not the Board 
were favorably disposed to act on his application under that act. 

I believe that that having happened, that the fact of setting these 
ships up for competitive bids might cause some difficulty and, as the 
bill now reads it has been amended in accordance with suggestions 
of the Maritime Administrator and the authority expires within a 
period of 1 year so that all of these actions would have to take place 
within a period of 1 year before the vessels could be sold. 

I agree that the utmost flexibility should be given to the Maritime 
Administrator as to the terms of the sale and that the interests of the 
United States should be protected concerning the price that would be 
obtained from the vessels, but it seems to me that under the cireum- 
stances the point is rather moot that there is not any other applicant 
who has come in and, if another applicant should come in, then I think 
that it would be the function of the Federal Maritime Board to choose 
between the two applicants under the Merchant Marine Act of 193 

rather than to provide for an upset price and a sale to the highest 
bidder under this legislation. 

With respect to the second amendment concerning the sale of any 
warbuilt vessel under the jurisdiction of the Secretary of Commerce, 
of course we have no objection to giving the Maritime Administrator 
that authority. I have two comments to make on this. 

In the first place, I believe it would be desirable if the proposed 
amendment read : 

Two C4-S—-B2 vessels or any other suitable vessels under the jurisdiction of the 
Secretary of Commerce. 

Secondly, it has been my understanding that the basic policy of 
making sales of warbuilt vessels is that there has to be special cireum- 
stances arising in order for the Merchant Ship Sales Act to be relaxed 
in certain cases and that the basic policy of the Merchant Ship Sales 
Act of 1946 was that the surplus vessels would be sold to qualified 
citizens and in certain cases to foreign citizens for a sort of tentative, 
temporary employment. The sales authority expired in 1951. The 
act was not meant to defeat the construction of new vessels and it was, 
secondly, not meant to prevent the United States shipyards from 
having their normal employment in building new vessels. 

We believe that our bill has certain speci: al circumstances. 
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In the first place, we canvassed the private market for suitable ves- 
sels. There are not any vessels available. We instituted this legisla- 
tion as a final recourse, at the end of the session, unfortunately, and we 
believe that the special circumstances are attendant to this bill and 
that any broader opening up of the Merchant Ships Sales Act of 1946 
might be objectionable to various people, not the least of which would 
be the domestic shipyards. 

Our bill, for instance, contemplates that we will reconvert these 
vessels as container ships which will mean approximately $3 million 
worth of work for domestic shipyards. If the authority of the bill 
is opened up to provide for the sale of C4 vessels for just use as plain 
cargo on it seems to me that the special circumstances are not 
attendant, that American shipyards are not going to get further work, 
and that perhaps the policy against opening up the Merchant Ship 
Sales Act of 1946 is not present. 

My comments with respect to that second amendment also relate 
somewhat to the third amendment concerning use of the words “con- 
tainer ships.” 

When we first proposed the idea of purchasing vessels from the 
Government, we took our idea over to the Department of Defense and 
the Department of the Navy and told them what our purpose was. 

The container ship is intimately involved in what the special cir- 
cumstances are 2 call for opening up of the Ship Sales Act in 
this instance. The Navy supported us on the idea of the container 
ship program. I think that, if you delete the container ship program, 
you have an ordinary commercial operation. 

The Coarrman. Let meinterrupt. Mr. Morse suggested an amend- 
ment to his original suggestion. That would conform. You would 
have no objection to that, would you ? 

Mr. Kurrus. No, sir. 

The Cuatrman. Then we could eliminate the discussion of the last 
proposal. 

Mr. Kurrus. Yes, sir. 

With respect to the letter of United Fruit, I had not heard about 
that letter until this morning. We knew that the United Fruit did 
have a service down to Cuba. It was my understanding that they 
operated it with foreign-flag vessels. If I am wrong on that, I am 
sincerely sorry. 

I checked the records at the Board and, for a long period of time 
at least, they operated with foreign-flag vessels on these trade routes. 
If they have had American-flag ships, I believe but I am not certain 
that they have been in the minority. In any event, there is no service 
to Mexico provided by the United Fruit or by any other United States- 
flag operator. 

United Fruit is certainly operating mostly foreign-flag ships on all 
of its services, and, as the committee well knows, United Fruit is the 
largest carrier of proprietary cargo perhaps in the American merchant 
marine. It carries its own bananas as refrigerated cargo in its north- 
bound service, and that service is necessarily not open to American 
shippers who would promote the foreign commerce of the United 
States. 

I believe that is all I have, Mr. Chairman, unless there is some 
further questioning. 

The Cuairman. -\re there any questions, Mr. Tollefson ? 
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Mr. Totierson. I have no questions. 

The CuarrmMan. Mr. Garmatz. 

Mr. Garmatz. No, Mr. Chairman. 

I wonder if there is an error in the statement that “there is at the 
present time no United States-flag operator in those essential services.” 
You have that underscored. 

Mr. Kurrus. Sir, with respect to that, when we say “United States- 
flag operator” we mean an operator that operated with United States- 
flag vessels. 

Mr. Garmatz. Excuse me. Your explanation is clear but I wonder 
whether you want to delete that from your statement. 

Mr. Kurrus. I don’t think it is any specially important point, sir. 
I think that we were under the impression that there was no United 
‘States-flag service. I do not think it is the critical point in this whole 
hearing. I think it is abundantly clear that the service that United 
Fruit offers is certainly not the type of service that is contemplated 
by our maritime statutes. It is not an overall service on trade routes 
3 and 4 to Mexico and Cuba. 

The Cyaan. Mr. Allen. 

Mr. Aten. [I have no questions. 

The CuarrMan. Mr. Kluczynski. 

Mr. Kiuczynsktr. I have not questions. 

The CuarrMan. Mr. Mailliard. 

Mr. Marurarp. I have no questions. 

The CuHarrman. Mr. Dingell. 

Mr. Dincexu. I have no questions. 

The Cuarrman. Mr. Van Pelt. 

Mr. Van Petr. I have no questions. 

The Cuarrman. Mr. Zelenko. 

Mr. ZELENKO. I have no questions. 

The CuHatrmMan. Counsel. 

Mr. Drewry. You do not mean that it is required that trade routes 
3 and 4 be served by the same operator ? 

Mr. Kurrus. No. Asa matter of fact, trade route 4 js an amorphous 
trade route. It never has had any clearly defined trading areas. For 
instance, there is an operator on part of trade route 4. The Grace 
Line operates from Venezuela to Colombia, and then to Puerto Cortes 
and New York. It does not stop at Mexico, which is also on trade 
route No. 4. 

Trade route No. 3 is the service from the Atlantic seaboard to 
Cuba. 

Mr. Drewry. In any event, while this letter from United Fruit 
states that they operate a United States-flag regular weekly service 
from New York to Cuba, that is something which Maritime will have 
to meet when you apply for your operating subsidy. 

Mr. Kurrus. That is right. United Fruit is perfectly protected 
under the terms of the Merchant Marine Act of 1936. Section 605 (c) 
of that act provides for a public hearing in the event that the appli- 
cant would be unduly advantaged or the competitor unduly prej- 
udiced. 

Mr. Drewry. So that that has really nothing to do with the hearing 
we have today on this bill ? 
Mr. Kurrus. I believe it does not. 
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Mr. Drewry. That is already covered by existing law. 

Mr. Kurrus. Yes, Mr. Drewry. 

The Cuatrman. Are there any questions? Thank you very much. 

Mr. Kurrus. Thank you, sir. 

The Cuarrman. Are there any other witnesses on this bill ? 

Wethank the witnesses. 

(Whereupon, at 10:20 a. m., the committee proceeded to other 
business. ) 
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THURSDAY, JULY 19, 1956 


Houser or REPRESENTATIVES, 
SUBCOMMITTEE ON MERCHANT MARINE OF THE 
COMMITTEE ON MERCHANT MARINE AND FISHERIES, 

Washington, dD. C' 


The committee met, pursuant to call, at 10:10 a. m., in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. 

The CuatrMan. The committee will come to order. 

We will take up first House Joint Resolution 666, to authorize the 
Secretary of Commerce to sell one war-built cargo vessel, and for 
other purposes. 


(The bill referred to follows :) 


{H. J. Res. 666, 84th Cong., 2d sess.] 


JOINT RESOLUTION To authorize the Secretary of Commerce to sell one war-built 
cargo vessel, and for other purposes 


Resolwed by the Senate and House of Representatives of the United States of 
America in Congress assembled, That (a) the Secretary of Commerce is hereby 
authorized during a period of six months after the enactment of this joint reso- 
lution, to sell to the Caribe Transport Company one Cl-M—AV1 type cargo vessel, 
on an as is, where is, basis, at a sales price of $693,862. 

(b) Such sale shall be on the basis of the payment by the purchaser of not 
less than 25 per centum of the vessel sales price at the time of the execution of 
the vessel sales price at the time of the execution of the vessel sales contract, 
with balance payable in approximately equal annual installments over the re- 
mainder of the twenty-year economic life of the vessel, with interest on the 
portion of the vessel sales price remaining unpaid at the rate of 34% per centum 
per annum. The obligation of the purchaser with respect to payment of such 
unpaid balance, with interest, shall be secured by a preferred mortgage on the 
vessel in form satisfactory to the Maritime Administrator. 

(c) Any contract of sale executed under authority of this Act shall provide 
that in the event the United States shall, through purchase or requisition, 
acquire ownership of any such vessel, the owner shall be paid therefor the value 
thereof, but in no event shall such payment exceed the actual depreciated sales 
price under such contract (together with the actual depreciated cost of capital 
improvements thereon), or the fair and reasonable scrap value of such vessel, 
as determined by the Maritime Administrator, whichever is the greater; that 
such determination shall be final; that in computing the depreciated acquisition 
cost of such vessel, the depreciation shall be computed on the vessel on the 
schedule adopted or accepted by the Secretary of the Treasury for income tax 
purposes as applicable to such vessel; that such vessel shall remain documented 
under the laws of the United States during the remaining of the twenty-year 
economic life of the vessel or as long as there remains due the United States 
any principal or interest on account of the sales price, whichever is the longer 
period: and that the foregoing provisions respecting the requisition or the 
acquisition of ownership by the United States, and documentation shali run 
with the title to such vessel and be binding on all owners thereof. 
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(Reports on bill follow :) 


SECRETARY OF COMMERCE, 
Washington, July 26, 1956. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

Dear Mr. CHAIRMAN: This letter is in reply to your request for the views of 
this Department with respect to House Joint Resolution 666, a resolution to 
authorize the Secretary of Commerce to sell one war-built cargo vessel, and 
for other purposes, and to your request for the views of this Department with 
respect to House Joint Resolution 685, a resolution to authorize the Secretary 
of Commerce to sell certain war-built vessels. 

The Maritime Administrator testified before your committee on July 19, 1956, 
with respect to these resolutions. His statements, copies of which are attached, 
reflect the views of the Department of Commerce with respect to the resolu- 
tions and I would appreciate it if you would, therefore, consider them as the 
official reports of the Department. 

We have been advised by the Bureau of the Budget that while there would 
be no objection to the submission of the testimonies to your committee, the Bureau 
of the Budget had not had sufficient time to determine the relationship of these 
matters to the program of the President or the individual views of the Bureau 
of the Budget. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, July 13, 1956. 
Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

Dear Mr. CHAIRMAN: Further reference is made to your letter of June 28, 
1956, acknowledged June 29, inviting our views and recommendations on House 
Joint Resolution 666, 84th Congress, 2d session, entitled “Joint Resolution to 
authorize the Secretary of Commerce to sell one war-built cargo vessel, and for 
other purposes.” 

House Joint Resolution 666 would authorize the Secretary of Commerce during 
a period of 6 months after enactment to sell to the Caribe Transport Co. 1 
CI-M-—AV1 type cargo vessel on an “as is, where is” basis for $693,862, with a 
down payment of 25 percent, the balance payable in approximately equal annual 
installments over the remainder (approximately 9 years) of the 20-year economic 
life of the vessel and interest at the rate of 3% percent per annum. The bill 
also contains provisions relating to the amount that the owner would be paid 
in the event the United States subsequently purchased or requisitioned the 
vessel and further provides for documentation under the laws of the United 
States during the remainder of its 20-year economic life, or longer if there then 
remains a balance of principal or interest due the United States. 

The proposed sales price of $693,862 is the floor price of the vessel within the 
meaning of section 3 (d) of the Merchant Ship Sales Act of 1946. 

In the absence of representative private sales of this type of vessel, we are 
unable to state what amount is the fair market value of the vessel. However, 
in view of the reported current shortage of vessels and in the absence of cogent 
reasons for legislative authorization to sell a reserve-fleet vessel at a given 
price to a named purchaser, it would appear desirable that the vessel be offered 
for sale to a citizen of the United States by competitive bidding, with the price 
set forth in House Joint Resolution 666 as the minimum acceptable bid. 

Aside from the suggestion that the question as to the fair market value of 
the vessel be resolved by competitive bidding, the matter of whether any sale 
of vessels from the reserve fleet is in the national interest is a matter of policy 
for determination by Congress and we make no recommendation in that regard. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 
The Cuarmman. Mr. Preston. 
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STATEMENT OF HON. PRINCE H. PRESTON, JR., A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF GEORGIA 


Mr. Preston. Mr. Chairman and members of the committee, I want 
to first express my appreciation for the committee’s willingness to 
consider this matter at this late hour. I realize that the session is 
about to close and it is not customary for the committee to consider 
bills this late; and I am most grateful for the willingness that has 
been demonstrated. 

The CuHatrman. The committee had decided that, after the 1st of 
July, we would not hear any new bills other than to try to finish 
our calendar. Because of the courtesy that you have shown us in 
your committee, I wanted to return the courtesy here, sir. 

Mr. Preston. Mr. Chairman, it reminds me so much of the wisdom 
of our decision when we decided to defer to the jurisdiction of your 
committee on the matter of which you are speaking, and I think we 
were wise when we did that. 

Mr. Chairman and members of the committee, the matter before 
us this morning is not of grave importance as far as the Nation is 
concerned, but, as far as my district is concerned, it is of tremendous 
importance. 

Most of the shipping companies operate on the eastern seaboard in 
the Northeast or Middle East. We have very little activity as far as 
companies are concerned in the Southeast. The South Atlantic ports 
serve companies that do not exist locally but who rather have agents 
in the area. This is an effort to begin the operation of a well-founded 
shipping company at Savannah, Ga. We had one such company 
which, several years ago, sold its assets to another company. 

I believe I am correct in saying that, if this company is organized 
and it is allowed to begin operation, it will be the only local shipping 
company at Savannah. We do, of course, have the companies who 
husband ships and do that sort of thing, but, as far as operating locally 
and owning ships, I believe this will be the only company. 

This bill seeks to get authority from the Congress to purchase one 
cargo ship and then, if we are successful in that effort, we propose 
to charter an additional ship. I will not speak to the details of the 
matter because there are witnesses present who are better qualified to 
speak on the details—the officials of the company, and their counsel, 
who is also an active participant in the company. 

There is a need for this type of service out of Savannah. There is 
no question about that. Savannah is a growing city. It has had 
a very phenomenal growth now. The port isa very active port. It has 
been designated by the Government as a standby port for defense 
PHTRONM and the State of Georgia has recognized the importance 
of the port by spending, I guess, $10 million to $12 million in estab- 
lishing State docks there. 

Savannah is an old port. It became famous because of its export 
of cotton and turpentine in years gone by. That is long since past. 
We do not export any cotton to speak of, and we export a very limited 
amount of turpentine; but there is a lot of activity in the port now, 
and the Government recently recognized the importance of it by ap- 
proving a project to build a turning basin in the port where ships 
could turn around without having to go down stern first in the 
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port to get back out to sea. The Defense Department has recognized 
it on many occasions. It is a very active port. 

I would like to speak just briefly to one aspect of this bill. The 
shipping business in the Nation has become so accelerated that it is 
most difficult now to get cargo space. Nobody knows it better than 
the members of this committee, because you deal with this matter con- 
stantly, but the shipping is highly competitive. We almost lost, re- 
cently, a very large amount of cargo from the port of Savannah 
because there was no ship available to take the cargo, unless we en- 
gaged foreign bottoms to do it, and the price that foreign bottoms 
would charge was so much higher than the domestic berth rate that 
it was impractical to do it. It was only through the good offices of 
the United States Lines that we were able to deliver this cargo to 
Korea. 

Therefore, as far as the competitive angle of this bill, I feel, frankly, 
that there is no need to attribute any real concern about that aspect, 
because space is at a premium now, and all reports indicate that this 
highly competitive situation will exist for at least 3 years, and perhaps 
longer. 

There is no real threat to any existing company if this company is 
permitted to operate. It will serve a very useful need to the ecenomy 
of my section of the country. So, with these preliminary remarks, 
Mr. Chairman, I would like to present a witness who can speak more 
to the details of the proposition. 

The Cuatrman. Thank you, Mr. Preston. 

Mr. Preston. We have Mr. Owen Page, a prominent Savannah 
attorney and a State official, who is representing this group and is, 
I believe, a participant in the company himself, and is qualified to 
speak to it. I present him at this time, Mr. Chairman. 


STATEMENTS OF OWEN H. PAGE, JR., COUNSEL AND PRESIDENT, 
AND ORLANDO HUDSON, VICE PRESIDENT, CARIBE TRANSPORT 
Co. 


The Cuatrman. Will you give your full name, sir? 
Mr. Pace. Mr. Chairman and members of the committee, I am Owen 
H. Page, Jr., attorney at law, Savannah, Ga. I am attorney for the 
proposed operation, and I will bea principal in the corporate structure. 

May I thank you and the members of the committee for hearing our 
case at the 11th hour? We did not want it to happen this way. We 
made a rather exhaustive search for what we consider to be a ship that 
would fit into this type service, but they were not available because of 
the tight condition affecting shipping at this time. 

In determining whether this proposed operation was feasible in 
operating from a South Atlantic port, such as Savannah, to the Carib- 
bean, and mainly to the Dominican Republic and Puerto Rico, one 
thing highlighted our decision, and that was that until April of this 
year there was a comparable service operating from Savannah to 
Puerto Rico and the Virgin Islands. Effective April 25, this year. 
this company removed its agency from Savannah to another South 
Atlantic port. It left a great number of Georgia manufacturers, 
manufacturers in the southeastern area which were utilizing this port 
of Savannah, high and dry. As a matter of fact, there was quite a 
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bit of cargo left there which had to be routed through other lines or 
once again reloaded and moved to their other terminal. 

We then were asked by a number of the shippers and manufac- 
turers, when they heard that this group was considering this opera- 
tion, if we proposed to proceed with it. We then made a survey of the 
local shipping requirements, and even projected it into the State of 
Georgia and also into the Southeast, and particularly into South 
Carolina and North Carolina, and then ain some inquiries in the 
industrial Middle West and found that such a service was needed. 

We then made further studies to determine the economic feasibility 
of it so that we could properly finance the operation. We are con- 
vinced that. there is a need. 

I think that your committee recently has considered an operation 
similar to this. We propose to follow the innovation in shipping 
which is known as the Mobilvan container-type shipment. 

We do not propose to go into this operation undercapitalized, and, 
with that thought in mind, we believe that our economic analysis of 
the situation has established that it is properly financed—and we are 
considering “properly financed” for this particular operation a figure 
approximating $900,000. 

We believe that we can launch the program successfully so that we 
can have modern equipment, skilled operators, and adequate time to 
have an aggressive solicitation for work in the areas which would 
utilize the port of Savannah, which has certain tariff benefits that 
ports to the south and some farther north, as you gentlemen are well 
aware, do not have, making it financially advisable for shippers to 
utilize our port. 

Now, initially the operation will originate from Savannah and go 
to Ciudad Trujillo, discharge, load, and then go over to San Juan, 
P. R., and then return to Savannah. If we are successful in ob- 
taining the purchase under this bill, and the subsequent charter as 
is outlined in the proposed operation that some of you have—I regret 
that I do not have sufficient copies so that each of you has one indi- 
vidually—you will find out that we will be able to have a sailing prac- 
tically once a week to touch those ports. 

One of the important features of the proposed operation is the fact 
that in Dominica their transportation system is quite out of date. In 
moving into that country, one of the inducements has been for an 
allied operation to the maritime operation which would be the opera- 
tion of an inland motor carrier, a modern inland motor carrier service, 
which we propose to place in Dominica, which would be closely allied 
with our operation. We feel that the products and the industrial 
activity in those two islands will justify our proceeding with this 
operation. We are convinced of the cargo southbound, and one of 
the principals in our organization is Mr. Rudolph Fernandez, who is 
honorary consul for the Dominican Republic, a vice president of the 
New England Waste Co., and an economic adviser and consultant to a 
number of southern textile mills in Florida, South Carolina, Georgia, 
and North Carolina. 

Mr. Fernandez will be, you might say, in charge of our Caribbean 
traffic sales end, and he is well qualified to handle that. 

The port of Savannah urgently needs this service. The Georgia 
Ports Authority has checked with us concerning the need and the 
profitable aspects of this operation, and has contacted a number of 
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your fellow Congressmen urging that they lend their assistance in 
helping us to get started. Our port has grown. It is one of the finest 
ports in its operation, both in equipment and cargo moving through 
there, which have increased considerably over the past 5 years. 

I think that last year we had some 2,000 ships that passed through 
the port. It is a service that is vitally needed by the people of Georgia 
and will give a modern up-to-date mode of transportation which has 
been acknowledged by your committee in some of its studies as the new 
look in transportation not only as far as its economic feasibility but 
also as far as protecting the goods in transit, and the other aspects of it. 

Now, as I explained to you, Iam an attorney. Iam not an authority 
on shipping, tariffs, sales, or any other aspects of that phase of the 
operation. 

Mr. Hudson, who will be one of the principals in the corporate 
operation and who has had extensive experience with this particular 
operation as well as rail traffic and motor traffic, is here and he is much 
better qualified than I am, Mr. Chairman and members of the com- 
mittee, to give you a detailed breakdown on the operation itself. 

I have just tried to present a preliminary picture. Mr. Hudson, 
as I said, can detail it as to its actual operation. 

If there are any questions that the committee has, I will be happy to 
try to answer. If not, I will call Mr. Hudson in and let him answer. 

The CuatrMan. The questions of the general necessity of shipping 
from your port and the accessibility and functions of your port are not 
in the bill. You have not discussed the bill. 

Do you desire that the gentleman that follows you discuss the bill? 

Mr. Pace. No, sir. 

The bill does this: It will authorize the Secretary of Commerce to 
sell to the Caribe Transport Co. 1 C1-M-AV1 type cargo vessel at 
what I understand will be the minimum price of six hundred and 
ninety three thousand-odd dollars; and it provides that 25 percent 
of the purchase price must be paid at the time that the sale is con- 
summated. It provides for the amortization of the balance over a 
20-year economic period of the vessel or life of the vessel at 314 percent. 
It provides for certain recapture, that is, repurchase by the Federal 
Government. It also has the requirement that this ship shall always 
be documented under laws of the United States for a period of at least 
20 years or the period of amortization of the loan, whichever is the 
longer under the situation. 

Mr. Chairman, I was directing my remarks mainly to give you a pre- 
liminary picture of the proposed operation so that the committee 
would have some idea as to how we would operate, the type of finan- 
cing that would be available, and where we would go if we were suc- 
cessful or if the committee does approve the resolution here and then 
the Senate joins in the approval at a later date. 

The Cuarrman. Thank you, sir. 

Are there any questions # 

Mr. Ray. Mr. Chairman. 

The Cuarmman. Yes, Mr. Ray. 

Mr. Ray. Mr. Pelly asked me to speak for him with respect to the 
amendments that we made to House Joint Resolution 676 a few days 
ago and to say that, unless similar amendments were made in these 
bills, he would feel required to present a minority view and to object 
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to the consideration on the floor. It might be in order to ask counsel 
to read those amendments to the witness and get his comments on them. 

The CHatrman. Yes, sir. Counsel will go out to get the amend- 
ments. Do you have them ? 

Mr. Ray. I have them here. 

The Cuarrman. While we are waiting, are there any other ques- 
tions? Does any other member desire to ask a question? 

Mr. Totierson. May I ask a question ? 

The Carman. Yes, sir. 

Mr. Totterson. Do I understand that the port of Savannah does not 
have adequate services on this particular route that you intend to 
cover ¢ 

Mr. Pace. That is correct, sir. We did at one time, but that com- 
pany has removed its offices from Savannah, and at that time it left 
quite a backlog. TI have letters here in my own brochure from shippers 
who had been utilizing that service, and they were part of the economic 
research that we made in contacting them. For example, we have a 
letter from Georgia Pacific Plyw ood Co., a letter from Charles R. 
Allen of Charleston, and a letter from the Ruberoid Co. All of these 
companies, as well as many others, had been utilizing the service di- 
rectly from Savannah to the Caribbean in this container type opera- 
tion. It had been most profitable to them. The shipper who was 
there pulled up stakes and left these people high and dry. They are 
vitally concerned in having this service retur ned to them. 

Mr. Totierson. No other concern has offered services to replace 
those which were lost ? 

Mr. Page. No, sir; not of this particular type. 

What I should stress to the committee is that we want to follow the 
innovations with the Mobilvan type shipment where the van itself 
will be placed at the manufacturer’s or shipper "s door. I think you 
are familiar with this type of operation. Then they are subsequently 

taken to shipside and lifted on by Gantry crane, and then placed in 
position by forklift. I think all of you are familiar with this type of 
operation. It gives you a sealed container at the shipper’s door. It 
can remain sealed until the container is received by the consignee in 
the Dominican Republic or San Juan. That was a type of service 
that was ideally suited to these people who contacted us and exhibited 
their interest in it. 

Mr. Totierson. I have one other question. The figure that you 
have given in the bill is the sales price ? 

Mr. Pace. Yes, sir. That is correct. 

Mr. Totierson. That is all. Thank you very much. 

The Cuatrman. Are there questions? 

Mr. Garmatz. Mr. Chairman. 

The Cuarrman. Mr. Garmatz. 

Mr. Garmartz. I just want to compliment Mr. Page if he is the one 
who compiled this report. I want to say it is a very excellent report. 
The detail is something that I have never seen before. I think you 
should be complimented for giving the members the benefit o* your 
research work here in presenting the problem of a shipping cor ipany 
in this way. 

Mr. Page. I did some of the spadework, but Mr. Hudson and Mr. 
Fernandez and others all chipped in. I think we have a pretty com- 
prehensive report. That report which has been distributed has also 
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been presented to the people who are interested in helping us finance 
the operation. 

The Cuarrman. Mr. Byrne. 

Mr. Byrne. How many copies of this report are available? 

Mr. Garmatz. Could you furnish some more ? 

Mr. Page. Yes.sir. I will have to airmail them up, but I can do that. 
I was misinformed as to the size of the committee. That was my error. 

The CuarrMan. We are taking you before the bigtime instead of the 
minor leagues. 

Mr. Ray, counsel is ready. 

Mr. Ray. May I ask counsel to read those amendments and get the 
views of the witness on them ? 

Mr. Drewry. First of all, Mr. Ray, the bills are somewhat different. 
I think I would call attention to the differences between the bills. 

The last bill we had, House Joint Resolution 676, did not specify 
the name of the individual who sought the bill. We amended the bill 
further to provide that the sale would be to the highest responsible 
bidder who is a citizen of the United States. Of course, this bill we 
have today is limited toa particular company. 

Mr. Ray. That would be the first amendment. 

Mr. Drewry. That was the first amendments; yes, sir. 

The second amendment had to do with the sales price. The original 
sales price under House Joint Resolution 676 was based on the Ship 
Sales Act formula, but depreciated down to the time of sale. We 
modified that to provide that the sale price would be the highest 
responsible bid with a minimum price of the Ship Sales Act depreci- 
ated down to date. 

In the bill which we have before us I do not know just where the 
depreciation stopped, but it stopped at the floor price of $693,862, 
which is the price named in this bill. It is not depreciated below the 
floor price as is the upset or minimum price in the other bill. That 
was the second amendment. 

The third amendment was a provision. 

Mr. Ray. I do not believe that the other amendments are pertinent. 
Mr. Pelly is here now. 

Mr. Drewry. The other was a question of whether it should be 
restricted to the container-type ship, and the amendment there, as was 
finally worked out between committee staff and the Maritime Admin- 
istration, was to delete “container ships” and insert “lift-on-lift-off 
ships, roll-on-roll-off ships, or other container-type ships designed pri- 
marily for the handling and carriage of consolidated cargo shipments.” 

Of course, the final, major difference between the bills is that the 
other bill was restricted to trade routes 3 and 4, and this bill does not 
specify where it will be operated. 

Mr. Ray. The point I was trying to make for Mr. Pelly was related 
to the first two amendments, having the highest responsible bidder in- 
stead of a named purchaser, and having the ship-sales price regarded 
as a minimum. 

Mr. Drewry. The same formula. 

Mr. Ray. Yes. 

Mr. Pace. Mr. Chairman and counsel and gentlemen, I think I am 
familiar with that formula. We would have no objection to that 
amendment, sir. 
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Mr. Totterson. What about the suggestion that, instead of the bill 
providing for sale to a named company, it be made to the highest 
responsible bidder ? 

Mr. Pace. We have no objection to that. 

Mr. Preston. Mr. Chairman, may I comment on that? 

The Cuatrman. Mr. Preston. 

Mr. Preston. I am not quite sure that I fully comprehend the im- 
port of that amendment, but it seems to me that the effect of that 
amendment would be to jeopardize the creation of this company. If 
the ship is to be sold to the highest bidder, it could well be that it might 
be purchased by some other company, and the net result would be that 
this company does not some into existence. Is that true? 

Mr. Petty. I see that you are directing your question to me. 

Mr. Preston. Yes, to you, Mr. Pelly. 

Mr. Petxy. I think that some of us on this committee have felt 
that we should not take the responsibility as a committee of authoriz- 
ing specific sale to any company without providing for a possible other 
bidder in case someone desired the ships. These ships are now be- 
coming rather sought after, and we think that it is the proper thing, 
when you are dealing with the taxpayers’ money and the taxpayers’ 
property, to provide for bidding in case there is someone else who de- 
sires the ship. 

Mr. ZeLENKO. Will the gentleman yield? 

Mr. Petry. I yield. 

Mr. Zetenxo. Mr. Preston, what disturbs me and I know some of 
the other members of the committee is that, if we should report out 
this legislation naming a specific company which apparently is not 
yet in existence, it would put us in somewhat of an embarrassing or 
anomalous position. That is a factor to be taken into consideration in 
this particular instance. 

This corporation is a proposed corporation, and I do not see how we 
could very well legislate for something which is not yet in existence. 

Mr. Petiy. Will the gentleman speak for himself. I can say for 
myself that I do not want in the future to support any specific com- 
panies for sale because I think that there should be a bidding. I do not 
want to take the responsibility of saying that a certain price is the 
fair price myself because I do not know. 

Mr. ZELENKO. I agree with the gentleman, but I am going one step 
further as to this particular bill and attempting to answer Mr. 
Preston. 

Mr. Petty. I would assume that there is no one else interested in 
this particular operation, and the particular company will bid; but, 
if someone else is seeking those ships, they should have a chance to put 
in a bid. 

Mr. Preston. May I comment? 

I fully appreciate the motives which prompt you to seek these safe- 
guards, as well as Mr. Zelenko, but I am afraid that you, in your 
earnestness to protect the welfare of the Government, perhaps might 
be doing harm to a worthwhile proposal. The net effect of what you 
suggest, sir, would be to perpetuate existing companies completely. 
The net effect of what you suggest would mean that the shipping 
situation in the port of Savannah would remain static from now 
on out. 
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CuairMAN. Let me interrupt you just there, Mr. Pelly, if you 
will. 

Mr. Pewiy. Yes, I wish you would. 

The Cuartrman. Mr. Preston, if we wrote in the bill the route 
that the ship desired to service, then would that not take care of 
your objection, deleting the name of the operator ? 

Mr. Pace. I was coming to that. Yes, sir. 

The Carman. That is what has been in the former bill of this 
nature. 

Mr. Petuy. In addition, I think 

The CHamrman. That would meet your objection? 

Mr. Petxy. It certainly would and the Maritime Administration 
would also have something to say about whether they were qual- 
ified bidders, and I think we have a meeting of the minds. It is just 
a matter of drafting. 

Mr. Preston. I quite agree. 

Mr. Auten. Mr. Chairman, I have one question. 

If we adopt these amendments and fix the sales price at the de- 
preciated floor price as the up side price, would you then be inclined 
to bid the $693,000, or the $453,000 that might be involved if no other 
bidder showed up? 

Mr. Pace. Well, sir, I think that that goes to the economic feasi- 
bility. I imagine we would take the lower route. I can see your 
point. That, of course, is an amendment that the committee itself 
would have to consider, and I guess Mr. Pelly has already expressed 
the committee’s interest in protecting the taxpayers as well as the 
Treasury of the Government, so that I am sure that that will be 
properly taken care of. 

Mr. Aten. I notice that you quickly accepted that amount. 

Mr. Page. Yes, sir. 

If I may, the chairman, I think, has voiced a reasonable position in 
expressing his views on the amendment. 

Counsel, I am not familiar with the trade-route designation and, 
if you could tell me what they are for the Caribbean area, I think an 
amendment of that nature would do, if it is agreeable with the com- 
mittee. 

Mr. Drewry. In the case of the other bill, Mr. Page, the trade 
routes were essentially foreign-trade routes under the Merchant Ma- 
rine Act of 1936. Trade route 3 is from New York to Cuba, and trade 
route 4, New York to Mexico; or any east coast ports to those places. 

In your case, where you have a combination domestic and foreign 
service, it would not be specified as a trade route but it would be 
specified as the service, as I understand the discussion here. It would 
show the points which you intend to serve. 

Mr. Pacer. Would that be a proper amendment, sir, to the bill to 
specify, you might say, the general route that would be followed in 
servicing not only the south Atlantic port or area but also the par- 
ticular ports of call in the Caribbean ? 

Mr. Drewry. It would be a proper amendment, I think, in that it 
could be either by specifying a general area from, say, South Atlantic 
ports to the Dominican Republic, Virgin Islands, and Puerto Rico 
and other Caribbean countries, or something like that; or specify the 
other ports of call. It would depend on how restrictive it would be. 

Mr. Pace. I understand that this addresses itself to the commit- 
tee’s action. Of course, I am here actually plugging two causes. I 
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am plugging the company in which I am interested, and I am also 
plugging for the port of Savannah. I think you can appreciate that. 

Of course, it could be more advantageous to both parties involved if 
the point of, at least, origin, or the South Atlantic terminal could be 
restricted in its geographical application to the port of Savannah. 
Of course, if you could pinpoint the route within certain limita- 
tions, that also would assist the proposed operation. 

What we are offering is a service to those areas which will be used 
by manufacturers who in the past have been utilizing a service which is 
no more, and that itself is the proposed operation and that actually is 
based on what we have presented to them to which they in turn have 
said, “We give you certain letters of commitment and pledges of 
cargo.” 

The Cuairman. This merely means to set out in the bill your pro- 
posed trade route. That is all. 

Mr. Pace. Yes, sir. If the committee would accept an amendment 
like that, I personally would welcome it, of course. 

Mr. Preston. Mr. Chairman, I am not aware of how much time you 
have allotted for the consideration of this bill. 

The CuatrMan. We do not generally try to hold the witnesses down. 
We want to confine it to factual information on the bill. 

The brief that the witness has presented to the committee will, of 
course, go in the record, but the committee must go into the details 
to keep from turning ships loose that would interfere with regular 
trade routes that have been set up by the Maritime Board. 

(The brief referred to will be found in committee files. ) 

Mr. Preston. The reason I raised the question is that I did not 
know whether you cared to hear from additional witnesses or whether 
the committee felt that it had adequate information. 

The Cuairman. We want to hear pertinent facts as to the bill and 
whether, if this committee were to consider this matter favorably, the 
amendments that the committee would insist upon would be agreeable 
to the applicant. 

That is right, is it, Mr. Pelly ? 

Mr. Petty. That is correct. 

Mr. Preston. In that case, we would like to present Mr. Orlando 
Hudson, who is a man of experience in this field. 

Mr. Dorn. I wonder if I may ask the witness some questions ? 

The CHatrMan. Yes, sir. 

Mr. Dorn. I notice, in going over this brochure, that you have 
named many people who are the principals in your proposed new 
shipping corporation. I do not find anyone named here who has 
ever been active in shipping in the port of Savannah or has ever had 
any actual shipping experience. 

Mr. Pacer. Sir, Mr. Hudson, whose name appears there, is here and 
will appear before the committee. 

Mr. Dorn. He is operational manager for TMT Trailer Ferry at 
Savannah, Ga. What isthat? 

Mr. Pace. That was the operation, sir, that was located in Savannah, 
which is no longer there. 

Mr. Dorn. What was that trailer ferry ? 

Mr. Pacer. I think it was Trans-Marine Trailer, and it is now operat- 
ing out of Jacksonville, Fla. 

Mr. Dorn. Where did it go? 


83801—57 12 








166 SALE OF CHARTERS AND CONSTRUCTION OF VESSELS 


Mr. Pace. It went to, I believe, coastal-intracoastal to Miami, and 
then to San Jus un. 

Mr. Dorn. But the bigger names in shipping in Savannah are not 
part of your proposed new organization ? 

Mr. Pace. Let me get your question. When you say “the bigger 
names in shipping,” do you mean the present home shipping 
companies ? 

Mr. Dorn. The people who have always been active in shipping 
in Savannah, Ga., the owners of steamship lines, owners of historic 
steamship lines that have been active in Savannah, Ga., for a long 
time. 

Mr. Pace. We haven’t had one in 2% or 3 years. 

Mr. Dorn. How about the people who before that have been active 
in shipping in Georgia and in Savannah? I do not see any of their 
names associated with this proposed new company. 

Mr. Pace. If you are referring to the people who were formerly 
with South Atlantic Steampship Co., they are not principals in this 
operation, that is correct. They have seen fit to sell their interest to 
another line. The only shipping that you have there now are actually 
— agents. 

Mr. Dorn. Do you not think those folks who were more active 
in the steamship line you referred to would be better qualified to 
handle such a deal as this than someone just coming into the business 
who does not have the broad background in shipping? 

Mr. Pace. Mr. Dorn, I answer it this way: What we are doing 
is that we are launching a new type of shipping operation. 

Mr. Dorn. In which you have no experience. 

Mr. Paar. I will let Mr. Hudson outline his experience. Mr. Hud- 
son was with the berth of Trans-Marine Trailer Ferry Service. I 
think he probably knows that particular type operation better than 
any man in the United States, at least on the Atlantic seaboard. He 
is eminently qualified for an operation like this. There are no ship- 
pers in Savannah who have had any experience in this type of opera- 
tion. They have operated exclusively on bulk cargo, in the whole 
operations. This is a new type of transportation. “There is a need 
there. 

The shippers that you make reference to, sir, have not risen to afford 
a service to meet this need. 

Now, this group, having recognized the need for service, knowing 
the cargo is there, will have qualified men to operate it, sir, who are 
not tied down by old shipping operations but appreciate this type of 
transportation, that this type of marine transportation is here to stay 
when it is integrated with motor carrier and rail transportation. They 
are the people who are principally involved in this operation. 

Mr. Dorn. Of course, under this bill, if some of these interests we 
have been talking about generally were interested, they, too, could 
form a corporation and bid. 

Mr. Pace. That is right, sir. We are willing. In other words, this 
is an open market, free enterprise. We think we have got a product 
and we will be there when the bids open. 

The CnatrMan. Let me suggest that this witness appears as coun- 
sel for the proponents and that we take, going to your question, the 
actual management and so forth of this proposed operation. 
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Who is your witness ? 

Mr. ZeLenko. Mr. Chairman, may I ask one question of the witness ? 

The CHamrMan. Yes. 

Mr. Zetenxo. I want you to understand, sir, that my questions do 
not point to any feeling one way or eanaidecs in this thing, but in look- 
ing envoniee your list of principals, I ask you as a lawyer if you pos- 
sibly can answer this question. One of the gentlemen is listed as an 
official of a very friendly foreign gov ernment. 

Mr. Pace. Yes, sir. 

Mr. ZELENKO. ‘Assuming that we take your proposition and name a 
specific company, you are arguing against the amendment? You 
would like your company named / 

Mr. Pacer. No, sir. I accepted the amendment, sir. 

Mr. Zetenko. I would say you would rather prefer that your own 
company be named. ‘That is your preference? 

Mr. Pace. If that meets with the policy of the committee. 

The Cuamman. But you accepted the proposed amendment so that 
that would eliminate that. 

Mr. ZeLENKO. I do not say that the witness does not. I am raising 
the “ee that one gentleman is listed as an official of another govern- 
ment. If we had : adopted 1 your viewpoint, I do not know whether that 
might cause some involvement of some kind. Do you understand my 
point ? 

Mr. Pace. I appreciate that. 

Mr. Zetenkxo. Can you explain the connection of this gentleman 
with the other Government just for my own information? I would 
appreciate it. I noticed it in the list. Could you explain in some way 
his title or duties as an official of this other Government ? 

I am not arguing against it, I want you to understand. I thought 
we should have some information. 

Mr. Pace. I think he is making reference to the appearance of Mr. 
Fernandez’ name in the brochure. Mr. Fernandez is an honorary 
consul, 

Mr. ZeLeENKO. He is an American citizen ? 

Mr. Pace. He is an American citizen. He is a graduate of Georgia 
Tech. 

Mr. ZetenKo. You do not need to elaborate further. That is an 
honorary title he has? 

Mr. Pace. Yes, sir; only honorary. 

Mr. Dorn. May I follow up those questions for just a minute? 

The Cuarrman. Yes. 

Mr. Dorn. Does that mean that this Mr. Fernandez is an associate 
of the well-known Trujillo down there in the Dominican Republic? 

Mr. Pager. I would say this: Mr. Fernandez is honorary consul of 
the Dominican Republic with his office in Atlanta, Ga. I am sure 
that, as is customary with any country when you appoint an honorary 
consul, you appoint someone who is friendly to that Government. 

Mr. Dorn. Then that would mean that probably some of the money 
that is coming into this concern comes from Trujillo, the President 
of the Dominican Republic? 

Mr. Paar. That is not correct, sir. 

Mr. ZELENKO. Will the gentleman yield? 

Mr. Dorn. Yes. 

Mr. ZeLtENKOo. I did notice this, sir. 
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The Cuarrman. I might say in this discussion that Maritime would 
determine the citizenship of the incorporators, and so forth. 

Mr. Pace. I think that is 75 percent of the stock. That will be 
fully complied with. In fact, the ratio will be considerably higher 
than that. It will be, I am sure, about 100 percent owned by citizens 
of the United States. 

Mr. Zetenxo. The reason, I know, that the gentleman from New 
York, Mr. Dorn, inquired, and so did I, is that the districts that we 
come from are quite concerned with some questions which have arisen 
regarding the Dominican Republic. I am not indicating my feeling 
one way or another and neither is Mr. Dorn, but we should like that 
cleared, if possible. Is that all the information you can give us at 
this time regarding that? 

Mr. Pace. I may have misunderstood Mr. Dorn’s statement. If 
he wants any further detail, to the best of my ability I will give you 
all the information I have. 

Mr. ZeLtenxo. One more thing and I will be through, sir. 

I notice also in your brochure you indicate that this particular gen- 
tleman has acquired some kind of an exclusive right from the Domini- 
can Republic. Can you explain what that is? The reason I ask is 
that you included it in your brochure so that I feel we are entitled 
to some explanation. 

Mr. Pace. It was felt that one of the phases of this operation which 
would help make it economically feasible, because there is competitive 
shipping presently going into the Dominican Republic, is that, with 
the inauguration of a new service such as this, there would be a tie-in 
or having an American company go to Dominica and establish a 
motor-carrier service, sir, which you have probably noticed in there; 
that, under those circumstances, because of the capital invested, that 
an interest on the part of the Government there in this particular type 
of operation would help, as you can well appreciate. 

Mr. Zetenxo. Then I have one more question. If this gentleman 
was not associated with your company and some other company bid 
for this ship and he has the exclusive to land in the Dominican Re- 
public, what would happen to another company, let us say, who would 
outbid your people on this thing? Would they not be precluded 
from landing in the Dominican Republic if he were not associated 
with them ? 

Mr. Pace. No,sir. I will put it this way. It is just like if you are 
selling your house. If you have a house for sale and you give some- 
body exclusive sales agency, and if you have a 90 days’ sales ticket and 
he has not moved it, I imagine you would place it with some other 
agent. Iam sure that is the circumstance in this case. 

Mr. ZeLENKo. This is just for the purposes of information. What 
I means, sir, is that this particular gentleman has acquired some kind 
of a right or authority from the Dominican Republic, and the word 
“exclusive” is used. 

Mr. Pace. That is correct. 

Mr. ZetenKo. Now, assuming that some legislation is passed under 
the amendment and there is a bid and your company, let us assume, 
loses out but this gentleman is not associated with this other com- 
yany, they have the route and they have the ship. Now, I want to 
wank can they then land in the Dominican Republic if this gentleman 
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is not associated with them? He owns an exclusive right from that 
country. 

Mr. Pacer. I don’t think there is anything that is going to prohibit 
them from landing there, sir. 

Mr. ZeLENKO. What is the meaning of his exclusive authority from 
that country ¢ 

Mr. Pace. I think, of course, we have this proposition: that. it is 
a service that is going to be offered. In order to induce this service to 
come to that port of call, because of the capital involved the Govern- 
ment itself was approached on this type of operation. 

Mr. Dorn. That would mean Trujillo. He is the Government. 

Mr. Pace. That is correct. 

Mr. Zetenko. What I mean, sir, is this: He has given this Mr. 
Fernandez an exclusive right. Very briefly, what did he give him; 
the right to run a service into the Dominican Republic, a certain type 
of service? 

Mr. Pace. That is right; to bring a container-type service there. 

Mr. ZeLENKO. He has the exclusive and he is part of this operation. 

Mr. Pace. Only, sir, if the service itself is put 1 in. 

Mr. ZetenKxo. What I mean is that he has the exclusive right. 
Suppose your company is successful and this legislation is passed. “He 
is part of your group. What he brings into your group is this par- 
ticular document which gives him and now your company this right 
which he has transferred to the company. However, suppose he is 
not part of the group. Suppose we go through the entire legislation 
and another company, let us assume, “outbids you and gets this vessel 
and wants to enter into this service. We specify a route. The route 
is approved. Then they find that the man who has the exclusive right 
is not a part of the group. I want to know whether we are doing 
something futile. 

Mr. Page. Sir, I can’t answer that question. 

Mr. Ze.EnKO. Do you not think that that is germane to this entire 
proposition ? 

Mr. Pace. I come back to this, sir: It is germane to the extent that 
a type of service like that is needed in that area. 

Mr. ZeLeENnKoO. I agree with you. 

Mr. Pace. Somebody is going to afford this service. If the service 
is needed and if this group cannot furnish it, some other group will 
furnish it and some other group will have the opportunity to furnish 
it on the same basis. 

Mr. Zevenxo. All right. Everything is arranged. They start in. 
I am going to project myself just a bit ahead. They ship over there 
and land at a Dominican port and somebody says, “Oh, no, Fernandez 
or his company has the exclusive authority. You can’t get in here.” 
That is why I am asking, are we doing something futile because, if our 
amendment is adopted, some company might outbid you and sup- 
posing they go ahead and then find out that the whole thing is a waste 
of time because someone else had the key to the door. I would like 
that explained if possible. 

You say, “exclusive authority.” I did not know about it. I read 
it in your brochure. 

Mr. Page. I appreciate that. 

Mr. Zetenxo. Pardon me. I have one more thing and then I 
promise not to interrupt. Does not that then preclude any other 
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company from bidding for the service? Does that not restrict it just 
to your company regardless of what we put in in that way of an 
amendment? 

Mr. Pages. No, sir. We are talking about the purchase of a ship, 
sir. 

Mr. Zetenko. For a service, for a route from Savannah to the 
Dominican Republic. 

Mr. Pacer. Primarily for the purchase of a ship. Let us go back 
to the basic facts, sir. If you tell me, “I want you to bring a service 
into this particular port,” and say, “If you produce it you will meet 
with a sympathetic local government situation,” if we do not provide 
the service in there, sir, the commitment is no good. 

Mr. Zetenxo. Then what is the significance of giving one of your 
associates an exclusive authority ? 

Mr. Preston. Mr. Chairman, may I comment on Mr. Zelenko’s 
question ? 

The CuHarrman. Yes, Mr. Preston. 

Mr. Preston. I am fearful, sir, that you have introduced into the 
discussion an imaginary company that does not exist and will not ever 
exist. This possibility, this opportunity has existed for a long time. 
Through the ingenuity and endeavor of these people, they have mar- 
shaled some assets, an adequate amount of assets. They are willing 
to create this company, something that the city of Savannah earnestly 
desires, something that the chamber of commerce desires. There is 
no desire to foreclose anybody. There is nobody else on the scene 
even seeking this opportunity. You are dreaming up somebody that 
does not exist. 

Mr. Zeten«o. I go along with you. 

Mr. Byrne. Would the ‘gentleman yield? 

Mr. Zetenxo. Yes. 

Mr. Byrne. You are trying to say that this company is trying to 
protect its investment when it gets the merchandise there; if there 
is no one else to haul the stuff you will make your own company. 

Mr. Preston. That is right. 

Mr. Dorn. Will the gentleman yield? 

Mr. ZeLeNKO. Yes. 

Mr. Dorn. What has been bothering me and I think Mr. Zelenko, 
although I cannot speak for him, is that what is here is an exclusive 
right that some man has obtained from the Government of Trujillo; 
and there are certain factors that bother both Mr. Zelenko and me about 
this particular Government at the present time, and we both realize 
that you are not going to get an exclusive right without giving some- 
thing in return. 

Mr. Preston. I understand what your suspicion is, but I think it is 
without foundation. To begin with, all of the Latin American coun- 
tries are eager to increase their commerce. 

Only recently the Prime Minister of Ireland was in this country 
and he offered amazing inducements to American capitalists to go to 
Ireland to begin commerce between our countries and to create indus- 
try in Ireland. There is nothing unusual about a country trying to 
entice business into its community, and any suspicion that there is 
anything under the table about this deal is without foundation, I 
assure you. 

Mr. Garmatz. Would the gentleman yield? 
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Mr. Dorn. Can I just finish this? Can you tell for the record that 
any other steamship line operating this ship could go into the Domin- 
ican Republic’s port ? 

Mr. Pace. Mr. Dorn, may I answer that question, please? 

Mr. ZELENKO. Pardon me. May I interject? 

Mr. Garmatz. Will the gentleman yield ? 

Mr. ZetEnKo. I do not want to inject Dominican Republic politics 
and I do not know whether I go as far as Mr. Dorn, but I do say it is 
a problem. I want to clear up one thing, if I may, Mr. Preston. 

Mr. Preston. Yes, sir. 

Mr. ZeLenKo. I do not impugn the motives or reasons why this is 
necessary. I am going along with the people of Savannah, but what 
bothers me here is this: that somebody has an exclusive right once any 
vessel in this service hits the shores of the Dominican Republic. Now, 
what is the sense of putting in an amendment in this resolution such 
as we have had in the others saying, “Well, we are not going to specify 
one company but we are going to leave it open so that anybody can 
come in,’ and once they hit the other shores, though, they have no 
rights. They might as well turn that vessel around. 

This is different from some country saying, “Well, we want Amer- 
ican shipping.” That is different. Here your associate has an exclu- 
sive right. He has a concession. He has a franchise. My view is 
that, even if we pass this thing with an amendment and it is satisfac- 
tory to the folks in Savannah and your group, then you are confronted 
with the problem as to what use the whole thing was if they cannot 
get in there because Mr. Fernandez is the one who has the key. That 
is the point. 

Mr. Preston. Yes, and it is to his credit that he has. You and Mr. 
Dorn are looking for something under the table here. Suppose a 
helicopter company from Miami applied for the right to ferry pas- 
sengers from Miami to the Dominican Republic. Do you imagine for 
one moment that they would invest in helicopters and establish this 
service if they thought that the following week somebody else would 
do the same thing ? 

Mr. Dorn. The port of Savannah 

Mr. Cuatrman. Gentlemen, let me interrupt for a minute. I under- 
stand, Mr. Dorn and Mr. Zelenko. 

I compliment you on your frankness in your brochure. . You have 
been perfectly frank and clear in the whole thing. I compliment you 
on that. 

Mr. ZeELENKO. May I join the chairman in saying also that it has 
been very frank and full? 

Mr. Dorn. We are just puzzled about this. 

The Cuarrman. Let Mr. Garmatz read further from the brochure. 

Mr. Garmatz. I think this will clarify that there are no particular 
strings attached: 





A commitment was given Mr. Fernandez to conduct such an “exclusive” oper- 
ation. This commitment will be ratified by the Dominican Legislative Assembly— 
so that there is nothing secret. 

Mr. Zeven«Ko. I do not say there is something secret. 

Mr. GarMatz (continuing) : 


As soon as the Subsidiary Corp. is chartered there. 
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Mr. Zetenxo. I did not indicate that this is secret. As a matter 
of fact, I say it is open and frank and staring us in the face. 

Mr. Garmatz. It must be authorized by the local legislature. 

Mr. ZeLcenxko. It has already been authorized. 

Mr. Dorn. That is what I do not like is the fact that there is no 
free approach to this port. 

Mr. ZELENKO. That is the point. 

Mr. Dorn. Just the same as there is free approach to the port of 
Savannah. You cannot get in without the blessing of Trujillo and, 
if this is the case down there, we should not have any part of it. 

Mr. Preston. Mr. Dorn, I would like to comment on that statement 
sir. I want to assure you that I would not be here as a Member o 
Congress endorsing this legislation which I introduced unless I was 
completely confident of the morality and integrity of the individuals 
involved. 

Mr. Dorn. We are not questioning that. 

Mr. ZeLENKO. We are not questioning that. 

Mr. Presron. Yes, you are, sir, because I have given this legislation. 

Mr. Dorn. What we are questioning is something that I do not think 
came into your mind and that is the Dominican Republic and its 
attitude with reference to this. 

Mr. Presron. I do not offer legislation on the slightest provoca- 
tion. When I offered this bill I knew the principals involved, I knew 
the integrity of the people involved. There are no finer citizens in 
the city of Savannah than the gentlemen in this company, and I assure 
you that your suspicions are without foundation. 

Mr. Dorn. We agree with all of that and it is not that we want 
to cast any aspersions. 

Mr. Preston. But you are doing it. You certainly are doing it, and 
I am afraid I have to resent it, sir. 

The CHarrMan. Let us wait. Of course, when the committee goes 
to consider this bill as to whether or not we will report it out, I want 
to advise the opponents that this discussion will be given careful 
consideration. 

Mr. Totierson. Mr. Chairman, 

The Cuarrman. Mr. Tollefson. 

Mr. Totierson. I would like to ask counsel a question. It may be 
that some of the members are laboring under a misapprehension. 
Maybe I am mistaken, but I would like to ask counsel this question. 
It has been my understanding, as long as I have been on this com- 
mittee than any ship in the world can call at any port in the world 
with its cargo. 

Mr. Preston. That is true, sir. 

Mr. Drewry. That is my understanding. 

Mr. Totierson. So that, if some other company than yours bought 
this ship with the understanding that it would operate over your 
proposed route, they would be free to enter and unload their cargo. 

Mr. Page. Yes, sir. 

Mr. Totierson. They will be free to enter the Dominican Republic 
ports. 

Mr. ZeELENKO. May I suggest an amendment. with due deference to 
the gentlemen, that may solve the discussion. Can we have a letter or 
some evidence from the Dominican Government so that, if some other 
company should outbid you, they could goin? I donot know that there 
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isany. I want it clear in my own mind whether, when we put into a bill 
that any company can bid here, which is the amendment in which Mr. 
Pelly was interested, that would not be futile under these particular 
circumstances. That ismy point. 

Mr. Dorn. That is all. 

Mr. ZELENKO. That isthe point of our discussion. We commend you 
on your frankness and your full disclosure, and may I tell Mr. Preston 
that there is no attempt here to cast any aspersions on anyone. How- 
ever, as one gentleman indicated, more power to this gentleman. He 
was able to get an exclusive right, but I think that exclusive right is 
germane to this issue because it takes up the question that Mr. Allen 
raised: Will this particular type of operation with an exclusive then 
close any port in the Dominican Republic? That is the question we are 
asking. Lam not commenting on the politics of the situation. 

The Cuatrman. Judge Chase. 

The committee will bear with us. 

Mr. Cuase. Of course, we are interested in this question of selling 
this ship. That is what is before the committee. 

Mr. Preston. Yes, sir. 

Mr. Cuase. Counsel mentioned a minimum sales price. He men- 
tioned that in his opening remarks. You used the word “minimum.” 

Mr. Pace. I quoted from the bill, yes. 

Mr. Cuase. That was not in the bill, but you mentioned “minimum,” 
sir. That is what we are primarily interested in. This committee can- 
not, nor can the Congress guarantee absolutely that all of the ports will 
forever be kept open to all carriers. We cannot guarantee that. We 
know it. We do not know what the future has in store for us. 

Now, it was suggested that the trade route be spelled out in this bill; 
in other words, the highest bidder would buy the ship and would be 
obligated to follow the trade route and to call at the various ports of 
call if they were specified in the bill. Could not this entire matter be 
adjusted by putting in the bill when we undertake to spell out the trade 
route “to all ports of call that are open to the highest bidder”? I sa 
“that are open.” If they are closed, he would not be required to call. 

Of course, we understand “caveat emptor,” let the buyer beware; 
and, if I were a prospective bidder, and I thought that that port would 
be open to me and possibly might close because I did not have the ex- 
clusive, I might hesitate in bidding. However, suppose the bill pro- 
vided that I would be obligated to call at that port if I am the success- 
ful bidder, provided it is open. If it is not open, I can bypass it. 

Mr. Preston. May I point out the fallacy ? 

Mr. Cuase. When you spell out the trade route, why not put this 
in and correct this entire matter ? 

Mr. Preston. May I point out the fallacy of that suggestion, sir? 
Let us assume that five citizens in the city of Atlanta decide that 
they want to apply for a TV license. They go to the Federal Com- 
munications Commission and submit the application. Following your 
line of argument, the Commission would say, “Gentlemen, there are 
other people in Atlanta qualified to do this. I think we had better 
throw this open to the highest bidder. Let’s let everybody else come 
in and see who wants to run a TV station in Atlanta.” 

You are stepping on the initiative of private citizens. 
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Mr. Cuasr. I think it has already been decided that the highest 
bidder amendment would be put into the bill. The point I am making 
is that the highest bidder should feel assured that, if he cannot call 
on Dominican Republic ports, he will not be obligated to call. In 
other words, it would be unfair on our part to sell this ship to the 
highest bidder and require him absolutely to call at every particular 
port. We should only require him to call at the ports that are open 
tohim. Otherwise, you are imposing, it seems to me, a very unreason- 
able condition because that would have the tendency to freeze out these 
possible higher bidders. 

Mr. Zevenko. That is right. 

The Cuatrman. Who is your next witness? 

Mr. Preston. Mr. Hudson. 

The Cuarrman. Is Mr. Hudson the witness that is capable of follow- 
ing up this questioning now ? 

Mr. Preston. Yes. 

Mr. Pace. Mr. Chairman, which particular question: as presented 
by Mr. Dorn? 

Mr. Preston. Yes, sir. He is qualified, Mr. Chairman. 

Mr. Pace. Mr. Chairman and members of the committee, I appre- 
ciate your letting me be heard. 

The CHatrmMan. This is Mr. Hudson ? 

Mr. Hupson. Yes, sir. 

The CHatrman. Give your full name and background. 

Mr. Hupson. My name is Orlando Hudson, Savannah, Ga. I have 
been in transportation practically ever since I started working, having 
served with various railroads, short lines, and also with one export- 
import house in Cuba; and I pioneered TMT Trailer Ferry out of 
Savannah to the ports of San Juan, P. R., St. Croix and St. Thomas 
in the Virgin Islands. At the present time I am vice president in 
charge of traffic of the Caribe Transport Co., proposed. 

The Cramwan. You may proceed, sir, with your general statement. 

Mr. Hupson. Thank you, sir. 

Gentlemen. we proposed this operation and Mr. Fernandez went 
to the Dominican Republic and obtained there a tentative authority 
to conduct a mobilvan trailer ship operation between the port of 
Savannah, Ga., and Ciudad Trujillo, and from Ciudad Trujillo to 
Venezuela, Puerto Rico, and the two Virgin Islands of St. Thomas 
and St. Croix. That proposal of mobilvan container ship service 
embodies a movement within the interior of the Dominican Republic 
and Puerto Rico. These containers that we contemplate using can be 
loaded at plant site or shipping site in the United States anywhere, 
and the method of transporting between Savannah and these plant or 
shipping sites can be by rail, piggy-back flatear, or by flat semitrailers 
or straight trucks or private carrier trucks. 

As we all know, any operation conducted from the mainland to 
Savannah has to be under the authority of the Interstate Commerce 
Commission. By the same token, the operation embraced in the Do- 
minican Republic is very similar to the requirements of the Interstate 
Commerce Commission here in the United States. We propose, in 
connection with the ship service in Ciudad Trujillo, this truck author- 
ity which is included in the Dominican authority to operate trucks 
carrying these vans to inland points in the Dominican Republic, and, 
after disch: arge of cargo, load them and return to Ciudad Trujillo for 
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shipping back to the United States. This authority is very necessary 
in the Dominican Republic if such a service is to be conducted. 

The Dominican Government issued this tentatively, and it has to be 
approved by the Dominican Legislatiure before it becomes final; and 
if we do not consummate this, other companies can consummate it. 

Mr. Garmarz (presiding). You say other companies could consum- 
mate this same agreement that you have ? 

Mr. Hupson. Yes, sir. 

Mr. Garmatz. I am sorry that the gentlemen discussing this matter 
are not here to hear it. 

Mr. Hupson. We propose bringing these vans into Savannah, and 
right away we are not going to be able to do an inland service in the 
U nited States until certain Tights have been rectified. Of course, we 
are going to use common carrier service, which we will have to do; but 
we are accumulating our cargo in Savannah and putting it on board 
the ship. These containers fit very exactly. We searched long and far 
for a type of ship capable of carrying this cargo and we found in the 
Ci1-M- AY 1 type vessel the ideal ship. 

As you gentlemen know, the bridge and engine are all in the stern 
of the ship, and it has two below deck loading spaces and the top deck. 
We propose putting 140 mobilvans, 17 by 8 by 8 on the below de« ‘ks and 
top lake with the exception of 8 full trailer spaces where we pro- 
pose using refrigerated trailers running off the ship’s current to carry 
perishable cargoes, such as meats from the United States, chickens, and 
so forth, down to the Dominican Republic. They are producing at 
present green pack vegetables which can come into the United States 
at a period when we don’t have too many being produced in Florida 
and California. 

The vessels we plan on getting, if approved, are one to be purchased 
outright and one to later be acquired through charter, and we pro- 
pose a frequency of sailing of 7 days out of Savannah, touching first 
at Ciudad Trujillo, then to San Juan, and San Juan back to Savannah. 

I will elaborate just a little bit on that truck service in the Domini- 

can Republic. We are going to have our hands pretty well full with 
ship operations, and two large established American companies have 
in mind leasing the operating authority in the Dominican Republic 
and conducting the truck service in connection with our service, car- 
rying the container vans once unloaded in Ciudad Trujillo to the 
inland points, back to Ciudad Trujillo and then back to the United 
States. 

The Cuarrman (presiding). That finishes your general statement ? 

Mr. Hupson. Yes. 

The CuHarrman. How many more witnesses do you have for the pro- 
ponents of this legislation ? 

Mr. Preston. That is all, Mr. Chairman. 

The Cuamman. Are there any questions / 

Mr. Tollefson ? 

Mr. Totuerson. The witness made a statement which I think Mr. 
Dorn and Mr. Zelenko will be interested in with respect to the future 
prospects of some other company that might outbid them for this 
vessel. Could you repeat that testimony / 

Mr. Hupson. Yes. 

Mr. Totzterson. What if some other company succeeds in outbid- 
ding you for this vessel with the understanding that it will be operated 
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to serve the port of Savannah, such as you envisioned? What would 
happen ¢ 

Mr. Hupson. They could go to the Dominican Government and say, 
“We have the ship for this operation and we can consummate this 
tentative proposal you have with Mr. Fernandez,” and I see no reason 
why it should not be given to them because it is a venture of the 
Dominican Government to increase their trade with the United States 
and their own country. 

Mr. Totiterson. Do you speak with full assurance that some other 
company would be permitted to conduct the same type of operation 
there ? 

Mr. Hupson. Yes, sir; because several other companies have shown 
an interest in this project since they have learned that we have acquired 
the tentative authority from the Dominican Government. 

Mr. Marixrarp. Will the gentleman yield ¢ 

Mr. Totuerson. Yes. 

Mr. Mariurarp. As I understand it, you feel that what this amounts 
to is an exclusive right which will be given by the Dominican Republic 
to whomever is first able to provide this service, in order to protect its 
investment ? 

Mr. Hupson. That is correct, sir, because I think there is a stipula- 
tion, according to Mr. Fernandez, that, unless the service is produced 
within, I believe, 90 days, that it is void and goes to someone else. 

The Cuarman. Are there any other questions? Mr. Allen. 

Mr. Aten. Mr. Hudson, is this certificate or commitment that you 
have in the nature of a certificate of public necessity that is used in 
this country by the Interstate Commerce Commission to give the right 
to be a common carrier over certain routes ? 

Mr. Hupson. I would consider it as such, because you cannot con- 
duct any operation inland in the United States unless you have au- 
thority from the Interstate Commerce Commission. This service, 
which, as I have explained before, is from plant site to consumption 
point in the Dominican Republic, would have to move through an 
inland carrier beyond Ciudad Trujillo. 

Mr. Auten. That is all. 

The Cuarrman. Mr. Davidson. 

Mr. Davinson. I have no questions. 

The Cuarrman. Mr. Byrne. 

Mr. Byrne. I have no questions. 

The Cuarrman. Mr. Robeson. 

Mr. Rosrson. Mr. Chairman, I would like to join in the expression 
of appreciation of the clarity and completeness and factuality of the 
testimony which has been given. 

I appreciate your frankness. 

Mr. Hupson. Thank you, sir. 

Mr. Garmatz. I appreciate him clearing up the situation, Mr. 
Chairman. 

Mr. Petty. I would like to inquire if the exclusive franchise held 
now by Mr. Fernandez, which you called tentative, is something for 
which there was a consideration paid? Is it transferable? Would 
you describe any of the terms of that franchise that you could describe? 

Mr. Hupson. It is not transferable. 

Mr. Fernandez has been instrumental in promoting good will be- 
tween the United States and various Caribbean countries, Not so 
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long ago he took a delegation from the State of Georgia, and, I believe, 
consisting of the Governor and two mayors from larger cities and 20 
sy x 7 x 
mayors from the smaller cities to Habana, Cuba, where the Cuban 
Government entertained them with the view of increasing trade be- 
tween Cuba and the United States. From a selfish standpoint we were 
pushing, of course, the port of Savannah and the Georgia area. 

Mr. Peuiy. I can see the need for a franchise in order to justify the 
investment of capital. Was there any consideration paid for that 
franchise ? 

Mr. Hupson. No, sir. 

Mr. Pextuy. Was it sort of a chamber of commerce deal, a good-will 
deal ? 

Mr. Hupson. It is more or less of a chamber of commerce deal. Mr. 
Fernandez is forever promoting good will and shipping throughout 
the Caribbean and South America and Mexico, I might say. 

Mr. Petry. Surely the Maritime Administration can satisfy them- 
selves that the terms of that franchise were not so restrictive that they 
would eliminate competition and that there would be an opening for 
another bidder for these particular ships owned by the Government, 
as you state. 

Mr. Hupson. Yes, sir. Mr. Pelly, I might add that this agreement 
also embodies the fact— 
so long as the service is adequate and is provided satisfactorily to the people of 
the Dominican Republic. 

Mr. Petxy. I would certainly feel that the franchise is justified to 
inaugurate such a service. I think it is very common in many types 
of transportation to establish a franchise. 

Mr. Hupson. You see, by the same token, no one can conduct a ship 
service between Puerto Rico and the United States mainland except 
under the American flag, so that you might say there is an exclusive. 
Of course, ours is going to be domestic and foreign. 

Mr. Auten. Would the gentleman yield ? 

Mr. Petxy. Yes. 

Mr. Auten. Would it be true, Mr. Hudson, that, except for the 
necessity of serving both ports to get a volume of cargo, service from 
Savannah to the Dominican Republic would be under a foreign-flag 
operation ? 

Mr. Hupson. I might say it this way, sir. In our area, Savannah is 
probably one of the largest yellow-pine shipping ports in the United 
States, and also probably one of the largest roofing shipping ports, 
and they have considerable volume of that traffic going into Puerto 
Rico, Also, the same plants that are located in Savannah are shipping 
presently from plants located in and around New York or in the 
vicinity of New Orleans. 

In our check, we found only two ports actually shipping to the 
Dominican Republic with consistency, and that is New York and New 
Orleans. 

In our particular field, we feel like we would be servicing the lumber 
producers, which is probably one of the largest industries in Georgia, 
in this service, and by the same token sisal, which is produced in large 
quantities in the Dominican Republic, which is shipped back to such 
places as Blacksboro to Burton Dixie Corp., into the western part of 


New York State, and into the Chicago area, is one of the items for our 
return haul. 
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Mr. Auten. Thank you. 

Mr. Peiiy. Thank you. 

The Cuarrman. Mr. Dorn. 

Mr. Dorn. I have no questions. 

The CHarrman. Judge Chase. 

Mr. Cuase. I have Just one question. Assuming that Mr. X is 
the highest bidder and cannot get into the Dominican Republic; is 
there enough additional business in ports at which he may call to make 
the investment in this ship justifiable ? 

Mr. Hupson. Mr. Chase, do you mean in the Dominican Republic? 

Mr. Cuasr. No; assuming that that was eliminated on the part of 
some other bidder who happened to be the high bidder. 

Mr. Hupson. That bemg true, there is sufficient traffic between 
Puerto Rico and the U nited States of America to sustain such a ship 
operation exclusive of the Dominican Republic. 

Mr. Cuase. That is all. 

The CHatrman. Counsel. 

Mr. Drewry. Mr. Hudson, TMT formerly served Savannah on the 
same route that you are talking about now ? 

Mr. Hupson. No, sir. TMT’s service was by converted LST’s 
known as dead ships towed by an oceangoing tug. 

Mr. Drewry. I mean that, aside from the difference in the me- 
chanical type of service, they served the same are 

Mr. Hopson. They served Savannah and hs a a frequent sailing, 
once per week, to San Juan and the Virgin Islands. 

Mr. Drewry. Now, they left Savannah and went to Jacksonville, 
I understand ¢ 

Mr. Hupson. Yes, sir. 

Mr. Drewry. And you stayed in Savannah ? 

Mr. Hupson. Yes, sir. 

Mr. Drewry. Is there any objection from them to the revival of this 
service with this new system? Are you going to be running across 
them and will your exc ‘lusive authority from Savannah impede them 
and put them in an unfavorable position in their operations from 
Jacksonville? 

Mr. Hupson. I hardly think so, because the traffic they are han- 
dling mostly originates in and around Jacksonville, mostly Florida 
traffic; and TMT felt like they could not handle lumber, which is the 
vital commodity being shipped out of Savannah. 

Mr. Drewry. So that there is no objection from them as far as you 
know to the situation you have and the arrangements you have with 
the Dominican Republic? 

Mr. Hupson. So far as I know, there is none. However, it has been 
rumored that they also contemplate going into the Dominican Republic 
themselves. 

Mr. Drewry. There is no reason why they could not get the same 
exclusive authority from Jacksonville. 

Mr. Hupson. They could get the same because, if this is not oper- 
ated within 90 days or some action taken thereon to indicate that it 
will be operated, it will go to someone else anyway. 

Mr. Drewry. Do you have plans for new construction ? 

Mr. Hupson. We would like to. First we would like to get 1 year’s 
operation behind which naturally we hope to be in the black, and then 
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we would like to build or construct ships actually made for Mobilvan 
service to utilize all of the available space. 

Mr. Drewry. This is a long-range project. 

Mr. Hupson. Yes,sir. Thisisa long- range project. 

Mr. Drewry. That isall. 

The CuamrmMan. Do you contemplate any charter in addition to 
this ship ? 

Mr. Hupson. Only the second one that we plan to ask Maritime for, 
the second Cl. 

The Cuatrman. That would be charter ? 

Mr. Hupson. Yes, sir. We propose to operate for 1 year with these 
2 vessels to establish a record of operation which, as I said before, 
must be in the black. It will be under the American flag, of course, 
too. 

The Cuarrman. Are there any further questions ? 

Do you contemplate asking for a subsidy ? 

Mr. Hupson. No, sir. 

The Cuarrman. Are there any further questions ? 

Do you have any further witnesses for the proponents, Mr. Preston ? 

Mr. Preston. No, sir. 


STATEMENT OF GRAYDON L. ANDREWS, ATTORNEY, GENERAL 
ACCOUNTING OFFICE 


The CuHatrman. What is the position of the General Accounting 
Office on House Joint Resolution 666 ? 

Mr. Anprews. My name is Graydon L. Andrews, attorney, General 
Accounting Office. “We made a formal report to this committee and 
recommended competitive bidding. Our comments were limited to the 
pricing provision. 

The Cuarrman. There is no further objection ¢ 

Mr. Anprews. There is no further objection. 

The Cuamman. The report may be placed in the record at this 
point. 

(The report referred to will be found on p. 156.) 


STATEMENTS OF E. D. RANSOM, GENERAL COUNSEL, AND EUGENE J. 
ACKERSON, ASSISTANT GENERAL COUNSEL, MARITIME ADMIN- 
ISTRATION 


The Cuarrman. What is the position of Maritime on House Joint 
Resolution 666 ? 

Mr. Ransom. Mr. Chairman, we also have a document to file which 
recommends a number of amendments, but which amendments have 
already been suggested during the course of the hearing this morning. 

The Cuarrman. If the amendments were adopted, you would have 
what position ? 

Mr. Ransom. We would favor the bill if the amendments were 
adopted. 

The CHairman. And the amendments which you have in mind have 
been adopted ? 

Mr. Ransom. Yes, Mr. Chairman. 

The Cuaimrman. Is there any further statement ? 
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Mr. Ransom. The only other statement I would like to make is also 
with respect to Commerce and the Budget Bureau. This came on 
rather suddenly and we have not had an opportunity to check with 
Commerce and the Bureau of the Budget pe get their approval. We 
have sent our statements over. We would like to advise the committee 
when we do have that clearance. 

The CuHarrman. You may file your statement. 

(The statement referred to follows :) 


STATEMENT OF CLARENCE G. Morse, MARITIME ADMINISTRATOR, ON BEHALF OF THE 
MARITIME ADMINISTRATION AND THE DEPARTMENT OF COMMERCE ON HOUSE JOINT 
RESOLUTION 666 


Gentlemen, the joint resolution would authorize the Secretary of Commerce 
to sell, within 6 months after enactment of the measure, one CI-M-AV1 type 
cargo vessel, on an as-is, where-is, basis, to Caribe Transport Co., for $693,862, 
which is the sales price of the vessel as of January 15, 1951, under the Merchant 
Ship Sales Act of 1946. The terms of payment are 25 percent down, with the 
remainder payable in equal annual installments over the remaining life of the 
vessel, with interest at 34% percent per annum. The bill provides that the vessel 
shall remain documented under the laws of the United States and that, if the 
vessel is purchased or requisitioned by the United States, the purchase or requisi- 
tion price shall not exceed the depreciated cost of the vessel to Caribe Transport 
Co. 

We understand that the vessel is sought for operation as a container ship 
between Savannah, Ga., Ciudad Trujillo, Dominican Republic, and San Juan, 
P. lt.; that is, partly in the foreign trade and partly in the domestic trade. 

Increased cargo handling costs appear to be the chief deterrent to rehabilita- 
tion of the coastwise trade. Cargo handling costs are also an important part of 
the costs of operations in the foreign trade. The indications are that these 
costs can be very substantially reduced by the use of vessels which are designed 
to reduce the amount of cargo handling required by consolidating the cargo 
shipment at the point of origin in some type of container which will not be 
emptied until the cargo reaches its destination. Our understanding is that 
Caribe Transport Co. wants to purchase a vessel for use as a container ship. 
We favor experimentation with new cargo handling methods and the accumula- 
tion of experience with the use of such methods. 

We do not have detailed information as to the kind of operation Caribe Trans- 
port Co. proposes or as to its financial status or its operating qualifications, and 
we do not have information on which to base an opinion as to the economic 
feasibility of its proposed operations. 

We favor selling a vessel to Caribe Transport Co. for use as a container ship 
if that company establishes its financial and operating qualifications, its United 
States citizenship, and the economic feasibility of its proposed operations. 

The price at which vessels have been sold to United States citizens under new 
legislation to accomplish special purposes, after termination of the sales authority 
of the Merchant Ship Sales Act of 1946, has been the sales price of the vessel 
on January 15, 1951 (the date of termination of the sales authority of the 1946 
act (depreciated, on the basis of the useful life of the vessel remaining after 
January 15, 1951, to the date of execution of the contract of sale. This price 
is lower than the price stated in the bill. The price stated in the bill is the 
sales price of the vessel on January 15, 1951, without any depreciation after that 
date. 

Sales authority under the bill would expire 6 months after enactment of the 
bill. This time may be too short to enable Caribe Transport Co. to establish 
its qualifications and the economic feasibility of its proposed operations. Section 
(a) of the bill should be amended, therefore, by striking out the words “six 
months” in line 4, page 1, and substituting the words “one year,” and by inserting 
before the period the words “for operation exclusively between Savannah, Geor- 
kia, and Ciudad Trujillo, Dominion Republic, and San Juan, Puerto Rico, but 
the vessel shall be sold only if the Secretary of Commerce determines that Caribe 
Transport Company possesses the ability, experience, financial resources, and 
other qualifications necessary to enable it to operate and maintain the vessels 
in service in such trade, and to maintain adequate service in such trade.” 
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The following new section should be added at the end of the bill: 

“(d) (1) Such sales shall be made upon condition and agreement that Caribe 
Transport Company recondition the vessels satisfactory to the Secretary of 
Commerce in a domestic shipyard for use as a ‘lift-on-lift-off ship,’ a ‘roll-on- 
roll-off ship,’ or other container type ship designed primarily for the handling 
and carriage of consolidated cargo shipments.” 

**(2) The vessel sold under this Act shall be employed exclusively as dry cargo 
common carriers between Savannah, Georgia, Ciudad Trujillo, Dominican Repub- 
lic, and San Juan, Puerto Rico, until the end of its useful life as determined by 
the Secretary of Commerce or until it is replaced by new tonnage, whichever 
happens first. These restrictions shall run at law and in equity with the titles 
to the vessels and are binding upon all subsequent owners.” 

With the amendments proposed, we recommend favorable consideration of the 
bill. 


The CuatrmMan. The record will remain open. 
Mr. Matiurarp. Mr. Chairman, I think Captain Outerbridge has a 
statement. 


STATEMENT OF CAPT. W. W. OUTERBRIDGE, UNITED STATES NAVY, 
OFFICE OF DEPUTY CHIEF OF NAVAL OPERATIONS (LOGISTICS) 


Captain Ourersripner. We have a statement to file on the bill, House 
Joint Resolution 666. Most of the comments have been covered in 
previous discussions. 

Weare for the bill and the ship is available. We have no objection 
to it, but I would like to point out that there is not a shortage of this 
type ofship. There are over 75 of these ships in the fleet. 

Mr. Garmatz. There are over 75 of the type ship referred to in 
Senate Joint Resolution 666? 

Captain Ourersriper. Yes. 

The Cuarmman. There is an abundance of this type of ship in the 
reserve fleet ? 

Captain Ourerpripce. Yes, sir. 

The Cuarrman. And the Navy would be in favor of this. resolution 
with the suggested amendments ? 

Captain Ourersrince. Yes, sir. 

(The statement referred to follows :) 


STATEMENT BY THE HEAD, TRANSPORTATION AND PETROLEUM BRANCH 


Mr. Chairman, my name is William W. Outerbridge. I am Head, Transporta- 
tion and Petroleum Branch in the Logistics Planning Division in the Office of the 
Chief of Naval Operations, Department of the Navy. 

House Joint Resolution 666 would permit the sale of one C1-M-—AV1 cargo 
vessel to the Caribe Transport Co. for documentation under United States 
registry. 

It is my understanding that there are in excess of 75 C1I-M-AV1 type vessels 
in the custody of the Maritime Administration. Three of these are configured 
and equipped as refrigerator ships. Although the sale of one C1-M—AV1 type 
vessel will have no significant effect on national defense, the scarcity of 
refrigerator-type cargo ships makes it desirable to retain Government ownership 
of the three now equipped as refrigerator ships. 

I would recommend that section 1 of the resolution be amended to show 
that the Caribe Transport Co. is a United States citizen-owned corporation. 
I would further recommend that section 1 (c) be amended to state that the 
vessel will be employed in either the United States domestic trade or in the 
foreign commerce of the United States. 

Subject to the foregoing, the Department of the Navy interposes no objection 
to this resolution. 


83801—57 
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The Cuatrman. We will next take up House Joint Resolution 685, 
to authorize the Secretary of Commerce to sell certain war-built 
vessels. 


(The bill referred to follows :) 


[H. J. Res. 685, 84th Cong., 2d sess.] 


JOINT RESOLUTION To authorize the Secretary of Commerce to sell certain warbuilt 
vessels 


Resolved by the Senate and House of Representatives of the United States of 
America in Congress assembied, That (a) notwithstanding the provisions of 
section 11 of the Merchant Ship Sales Act of 1946, as amended, and section 510 
(h) of the Merchant Marine Act, 1936, as amended, the Secretary of Commerce 
is authorized to sell within one year after the enactment of this joint resolution, 
to a citizen of the United States, within the meaning of section 2 of the Shipping 
Act, 1916, as amended, for employment in the Pacific Coastwise domestic trade 
between points in continental United States, four C4-S—B2 vessels, to be desig- 
nated by the Maritime Administrator on an as is, where is, basis, provided that the 
Secretary of Commerce shall determine before entering into such sales that the 
purchaser possesses the ability, experience, financial resources, and other quali- 
fications necessary to enable it to operate and maintain the vessels in service in 
the Pacific Coastwise domestic trade between points in continental United States 
and to maintain adequate service in such trade. The sales prices of the vessels 
shall be their sales prices computed under the Merchant Ship Sales Act of 1946, as 
of January 15, 1951, depreciated (after reduction for residual value) on a straight 
line basis for the period from January 15, 1951, to the date of execution of the 
contract of sale, on the basis of the promotion of a twenty-year useful life of the 
vessels remaining after January 15, 1951. 

(b) Each such sale shall be on the basis of the payment by the purchaser of 
not less than 25 per centum of the vessel sale price at the time of execution of 
the vessel sales contract, with the balance payable in approximately equal annual 
installments over the remainder of the economic life of the vessel, which eco- 
nomie life is to be determined by the Maritime Administration, with interest on 
the portion of the vessel sales price remaining unpaid at the rate of 3% per 
centum per annum. The obligation of the purchaser with respect to payment of 
such unpaid balance, with interest, shall be secured by a preferred mortgage on 
the vessels in form satisfactory to the Maritime Administrator. 

(c) (1) Such sales shall be made upon condition and agreement that the 
purchaser recondition the vessels satisfactory to the Secretary of Commerce in a 
domestic shipyard for use as container ships. 

(2) Vessels sold under this Act shall be employed exclusively as dry cargo 
common carriers in the Pacific Coastwise domestic trade between points in con- 
tinental United States until the end of their useful lives, as determined under 
subsection (b) of this Act, or until they are replaced by new tonnage, whichever 
happens first. These restrictions shall run at law and in equity with the titles 
to the vessels and are binding upon all subsequent owners. 

(d) Any contract of sale executed under authority of this Act shall provide 
that in the event the United States shall, through purchase or requisition, acquire 
ownership of any such vessel, the owner shall be paid therefor the value thereof, 
but in no event shall such payment exceed the actual depreciated sales price under 
such contract (together with the actual depreciated cost of capital improvements 
thereon) ; that in computing the depreciated acquisition cost of such vessel, the 
depreciation shall be computed on the vessel on the schedule adopted or accepted 
by the Secretary of the Treasury for income tax purposes as applicable to such 
vessels; that such vessel shall remain documented under the laws of the United 
States during the remainder of the economic life of the vessel or as long as there 
remains due the United States any principal or interest on account of the sales 
price, whichever is the longer period; and that the foregoing provisions respect- 
ing the requisition or the acquisition of ownership by the United States, and docu- 
mentation shall run with the title to such vessel and be binding on all owners 
thereof. 


Mr. Maturtarp. Mr. Chairman, Mr. Charles Dundey is here to tes- 
tify on this bill. 
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STATEMENT OF C. L. DUNDEY, PRESIDENT, PACIFIC COAST 
STEAMSHIP C0., SAN FRANCISCO, CALIF. 


Mr. Cratrman. Mr. Dundey, will you give your full name and 
background, sir ? 

Mr. Dunpey. Yes,sir. JI am Charles L. Dundey, an industrial engi- 
neer by profession. 

The CHarrMan. You may havea seat. 

Mr. Dunpey. I am a management consultant. I have to do with 
the digression from the normal channels of business to find out what 
is wrong with them and put them together and try to make them 
suecessful. We might be likened to the diagnostician in medicine, 
but this is as to business. 

My education consists of the University of Nebraska, business ad- 
ministri ation, with postgraduate work at Missouri in economics. 

I have since 1922 been engaged in business primarily for myself as 
a consultant, and now I am associated with quite a number of other 
men in the project which has to do with shipping on the west coast. 
That is one of the projects. 

The Cuatmrman. Are you associated with any operator that plans 
to go into the service proposed under this resolution ? 

Mr. Dunpry. At the moment, sir, I am president of the Pacific Coast 
Steamship Co. We have a certificate of necessity for an interstate 
operation between San Francisco and Los Angeles, and/or Long 
Beach. That has been in existence since 1947. The corporation was 
formed at that time to take over that certificate. 

At that time the traffic surveys did not warrant the expenditure of 
capital. Since that time, California has grown. Traffic at this point 
is more than sufficient to operate what we had originally planned, 
which were trailer ships; but, since the advent of our investigation and 
surveys, we have gone into what we now know as a mobilvan or lift- 
van type of operation. 

Pr ‘me ipally, we have expended, I think, some $450,000 to $500,000 
over a period of 8 or 9 years investigating this to find out whether 
it was feasible, and I think our conclusion is this: We have found me at 

there is more than sufficient traffic on Highways Nos. 99 and 101 in 

California to support the operation of four or more ships such as we 
han asked for in this bill, 685. We feel that it will do a great deal 
for the west coast as well as the State of California. 

No. 1, we have labor problems out there which we think we can 
colve from the standpoint of being able to increase employment. We 

ertal _ realize that the safety factor on the highways can be taken 
care of, and I have letters to show that. 

Further, we have a tremendous lumber industry in California which, 
due to the rates set by the ICC and the Public Utilities Commission, it 
has not been advantageous to attempt to ship from, shall I say, north- 
ern California to southern California. By this method of handling in 
hit vans or mobilvans, whatever name we choose to call them, we 
have developed a basic idea in which we can use these so-called floats 
on which lumber can be transported by trailer to the terminal, put on 
board ship, taken off, put on a trailer and taken to its destination 
within the existing rates. On all other commodities that are not in 
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this classification, such as structural steel, pipe, things of that nature, 
we do not feel we can handle successfully but all other commodities we 
feel we can offer a reduced rate to the shipper on through the trans- 
portation element as it stands now. 

We have gone into this with the Clark Equipment Co., who con- 
trol the patents on the lift van or mobilvan idea, which I think have 
been presented here today, sponsored by Fruehauf, up to the point 
where we were able to get them to release this to any and all manu- 
facturers, so that it could become a part of the standard transportation 
of this country. We have had some opposition from the railroads 
because they don’t appreciate the fact that we can all work in harmony 
and succeed. However, there is more than enough traffic to do every- 
thing that is required from the standpoint of the economy of the 
project. 

I felt that we have done all that we know how to do. We felt that 
to inaugurate this service we could not wait to build new ships. To 
build new ships at this point was something that would take 2, pos- 
sibly 3 years, and require a terrific amount of financing which, again, 
I felt was unnecessary. 

Mr. Troy Browning, who is president of T. H. Browning Steam- 
ship Lines happens to be on my board of directors. I worked rather 
closely with him and, when we developed the idea of the first utiliza- 
tion of tankers, we found that the tankers were not practical on the 
west coast operation although on the Great Lakes they would be. 

We discovered up in Suisun Bay five C4-S-B2’s. I have gone over 
them and taken my engineers up there and checked them, and we 
would like very much to have it considered that the existing ships 
have been in the laid-up fleet for something over 10 years. They were 
not used during the Korean incident. They are ideal for the start 
of this venture. 

When I say “venture,” do not misunderstand. Iam not speaking of 
something that we are not very sure of and do not have the money to 
carry through. 

We feel that those particular ships with modification will serve 
as a pilot operation and, as soon as we can find out the ultimate prac- 
tical operation, we will endeavor to have new ships built. 

We also would like to consider the possibilities of eventually expand- 
ing on the west coast from Seattle down to San Diego, but we choose 
to take the first step, put it in operation. We will also carry pas- 
sengers in a limited vein until we find out whether or not we will modi- 
fy the ships to carry more than would normally be the maximum car- 
ried by a freighter, which is 12. If we find that the traffic will bear 
it, we will further modify the ships to carry more passengers. 

These ships are designed for troop ships. There is capacity there, 
1 think, for 60 to 75 passengers if the service warrants. 

We have talked to the shippers on the basis of a competitive situa- 
tion in California to what has grown up to be commonly known as 
first day delivery over the road. Many of the major shippers have 
acquiesced to the idea that a second morning delivery was just as ad- 
vantageous. In so doing, we can offer them a reduced rate which I 
think will be the first time in the State of California that there has 


been any reduction to the shipper offered by any transportation 
unit. 
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We feel that we have checked quite thoroughly with labor, par- 
ticularly the longshoremen’s union, from the standpoint of handling 
cargo on and off. We have received from them at least their blessing 
to the extent that this is new cargo for them. We are not taking any- 
thing away from them. ‘They have admitted that they would give us 
certain help and assistance from the standpoint of having perma- 
nent crews which, while I am not a shipping man, I have been told 
by the people with whom I have surrounded myself who are, and they 
said that was almost an impossibility on the west coast. You gen- 
tlemen are more familiar with it than I am. 

I think, all in all, our objective is to put the service into operation 
as soon as practical. We would like, in the final analysis, to arrive 
at what would be a figure which could be arrived at on the basis of 
the formula which has been set up, I think, by the Maritime Admin- 
istration. I am not prepared to give you the exact dollar amount, 
but it is somewhere in the neighborhood of $1 million. 

Considering the fact that the Government has lost interest for a 
period of 10 years on those 6 ships, I think, that on a fleet of that 
nature, plus the fact that we will be continuing to pay interest and 
doing a service all around, we would like to keep this out of the idea of 
“to the highest bidder” if we can, and arrive at a price which, with 
our modification costs, will make it practical. 

Our modification, roughly, to begin with, is about $500,000 per ship, 
or a total of $2 million. If the passenger accommodations and all are 
put into effect after we have had a trial, that would probably increase 
it another million dollars in that respect. 

If there are any questions, I will be glad to try to answer them. 

The Cuatrman. Mr. Garmatz. 

Mr. Garmatz. You say you object to the proposed amendment about 
the highest bidder ? 

Mr. Dunoey. I fell, sir, that we have had a certificate of necessity 
for almost 10 years. We have expended a good deal of money. We 
can go out and build new ships, but we feel that, if we can put this 
service into operation now, we would be doing the publica favor. We 
will be also, I think, assisting all of the taxpayers, including myself. 

Mr. Garmarz. That is all. 

The Cuarrman. Mr. Tollefson. 

Mr. Totterson. These ships are to be designed for use only up and 
down the Pacific coast ? 

Mr. Dunpey. That is our request, sir, yes. We have now an intra- 
state franchise from San Francisco to Los Angeles and that is the bay 
area at San Francisco and the Los Angeles beach area in the south. 

Mr. Totterson. That is all. 

The Cuatrman. Mr. Davidson. 

Mr. Davipson. I have no questions. 

The Cuarrman. Mr. Pelly. 

Mr. Petiy. If you knew there was a policy covering the legislation 
of this character which left the door open for competition, would you 
object to having the bill amended in such form that, if there was any 
other company which wanted to bid, they could bid ? 

Mr. Dunvry. Under the circumstances, I would say no. We are 
confronted with this: We have a certificate of necessity from the 
Public Utilities Commission of the State of California. Their policy 
seems to be that there will be one and one only in existence at a time. 
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Mr. Petry. I can well imagine that there again you must have a 
franchise. The only thing that I have is that there is no means of 
knowing whether your offer on these ships, your expression of price 
for which you hope to get them will be in line with the values of the 
ships under present conditions and, if there were some means of pro- 
viding for competitive bidding, then it would seem to me that you 
would have to recognize the responsibility of the Maritime to get the 
most money it could. 

Mr. Dunpvey. I think I would go along with that on the basis that 
you have suggested. We are associated with, or have employed by 
contractual arrangement, the coastwise lines that do carry an inter- 
state commerce franchise from Los Angeles-San Diego to Seattle and 
Alaska. They are part and parcel of our organizational plan. They 
would be the only other concern on the west coast, as I understand it, 
to presently hold what you might call the grandfather rights to that 
particular area. 

We are perfectly willing to pay whatever is a fair price. We are 
looking at it from the standpoint that, if the price according to the 
formula is roughly $1 million more or less, whatever it might be, in 
the final analysis we are going to add up to $750,000 per vessel to 
modify them to make them serviceable. We are doing so in addition 
to that. 

The United States Government has gone to considerable expense in 
the field of containers. I think that, as far as the Defense Depart- 
ment is concerned, the ships would probably be more usable, after we 
had modified them, in case of emergency than any ship in the fleet 
today because our method of roll on ‘and roll off is changed to handle 
the containers as nearly as we can on a conveyor sy stem and taking 
them into the hold not from the top but from the side, and raising 
them by elevators. 

Mr. Petry. Is this the original dream of H. F. Alexander? 

Mr. Dunpey. Yes, sir; it is. 

Mr. Petty. That goes way back then. 

Mr. Dunpey. That goes back to 1946. 

Mr. Peiy. I think the Defense Department will be asked to testify. 
I certainly think that, from a practical viewpoint, if you hope to get 
legislation through in a hurry, there is some opposition to the specific 
sales at specific prices and, therefore, it would be well to accept that. 

Mr. Dunpey. I would be willing to leave that open. My reason 
was to try to get it so that it would be feasible. 

Mr. Petty. Who would give a certificate of necessity intrastate 
between two California ports? 

Mr. Dunpey. The Public Utilities Commission of the State of 
California. 

Mr. Petxy. That is all. 

Mr. Garmatz (presiding). Mr. Byrne. 

Mr. Byrne. Did I understand you to say that the longshoremen 
and stevedores’ union have put their blessing on this project? 

Mr. Dunpry. They have been down and have i inspected and checked 
and offered to give us, as I said, permanent crews and to assist in 
any way that they could to make this operation possible. 

Mr. Petiy. Would you yield? 

Mr. Byrne. Yes. 

Mr. Petiy. Has the sailors union also checked it? 
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Mr. Dunpry. That is Mr. Lundeberg’s union. That has been left 
entirely to the Coastwise Line because we will contract with their 
management. They will handle that. 

Mr. Petty. You do not anticipate any labor problems ? 

Mr. Dunpey. We have no objection at that point from them. 

Mr. Garmatz. Mr. Maillard. 

Mr. Marmuiarp. Mr. Dundey, I think am compelled rather re- 
luctantly to agree with Mr. Pelly that we amended the bill under 
which Mr. Brow ning might be authorized to buy some of these same 
ships to include the possibility of someone else bidding. I do not 
think the committee would be in a very good position to now turn 
around and make another deal with one of our own group. I do not 
say that that would interfere with your plans to go ahe: ud. 

Mr. Dunvry. No; I don’t think it would, either. We have suffi- 
cient capital to do whatever is necessary from the standpoint of pur- 
chase and modification. I think we have operating personnel. Our 
board of directors are men who have been in the shipping business, 
a good many of them, for some long time. We have arrangements 
for handling ground operations. We have gone a little further than 
that, if I may say so, and that is we are prepared to have a terminal 
corporation to handle all ground operations and, in turn, to buy and 
lease to the trucking and rail industry, or whoever might want them, 
the containers which we have talked about. We are thinking in 
terms of some 5,000 containers to start with on the west coast. They 
will be of five different types. You will have your standard van. 
You will have a bulk-cargo carrier. You will have a liquid-cargo 
carrier. You will have a “refer” or what is a refrigerator truck, and 
the flat bed, which will be used for lumber and machinery and equip- 
ment of that kind, which will be on a pallet form. 

Mr. Maririarp. I have one other question. Have you seen the 
wording of the amendment to the so-called Browning bill, Mr. Ray’s 
bill, restricting the use, the new wording in lieu of “c ontainer s ships” 2 

Mr. Dunoey. No, sir; I have not. My plane was late in getting 
in this morning and I had no chance to do anything on that. 

Mr. Mamu1arp. Mr. Drewry, would you read again the wording 
that was agreed upon between your staff and Maritime in lieu of the 
words “container ships” on page 3, line 6? 

Mr. Drewry. Yes. 

In lieu of the words “container ships,” it would read: 
lift-on-lift-off ships, roll-on-roll-off ships, or other container-type ships designed 
primarily for the handling and carriage of consolidated-cargo shipments. 

Mr. Mariurarp. Does that seem satisfactory ? 

Mr. Dunpry. Yes. 

Mr. Totterson. Would the gentleman yield ? 

Mr. Maruuitarp. Yes. 

Mr. Totierson. Inasmuch as the matter of policy of the com nae 

has been mentioned, I would want the record to show that, as far : 
T am concerned, the inclusion of amendments such as included in Mr. 
Ray’s bill, and what is proposed to be included here, does not constitute 
a change of policy of the committee. Over the years the policy of the 
committee has been to sell to a named purchaser. The Ship Sales Act 
itself establishes the policy, as I see it, of selling ships to specific pur- 
chasers, and we sold many hundreds of ships under the Ship Sales Act 
to specific purchasers. 
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I would want the record to show that the only reason for including 
these amendments is to make it possible for this legislation to be ap- 
proved in Congress and to avoid individual objections that might be 
made to the unanimous-consent request. 

Mr. Donvey. I think that would certainly be agreeable, as far as we 
are concerned. We are only interested in getting this service started 
at the earliest possible date. 

I do not know whether you gentlemen realize how rapidly California 
has grown. I was amazed, in the studies we made, to find that the 
curve in transportation between the 2 cities mentioned has gone up 
over 700 percent in the last years. Ford, Bacon, and Davis presented 
this as evidence at our hearings. 

The objective is to get into operation as soon as possible. We have, 
incidentally, 3 diiferent concerns on the west coast who are reacly, able, 
and willing timewise to modify the said 4 ships. They think that they 
can be done somewhere within a 90-day period after they are broken 
out of the fleet, so that, if everything goes well, we hope possibly, if 
the terminals are ready, to be in operation by shortly after the first of 
the year. 

Mr. Pretty. Would the gentleman yield? 

Mr. To.ierson. Yes. 

My. Pexiiy. I just wanted to further have the record show, however. 
that the Maritime Administration did recommend the use of an 
upset price and bidding in connection with one of these bills recently, 
and that may not constitute a new policy for the committee. 

Mr. Tottarson. I appreciate that the committee can establish a 
policy if they desire, but I did not want the record to indicate in any 
way that the committee had done it by adopting this amendment or 
the one in the previous bill. If the committee desired at some later 
point to, in specific language, establish a policy, fine and dandy; but 
I do not think that the record should give anyone the thought that 
we have changed what has been an established policy. 

Mr. Pretty. The gentlemen would not object to the record showing 
that several members of the committee had a feeling that it would be 
desirable in some respects to include competitive bidding in legisla- 
tion of this character. 

Mr. Totierson. No; I think that is apparent. There have been 
members of the committee, I think, in the minority, and for good 
reason. I did not criticize them for that. I would not want the 
record to show that. I am concerned only about this matter of policy. 

I would think that, before we permit it to be said that there has 
been a change of policy, the committee ought to act upon the matter 
and say, “We are now establishing this policy.” That is all I am 
concerned about. 

Mr. Dunpry. May I say that I have discussed with Troy Brown- 
ing to begin with the possibility of adding our requirements as a 
part of his bill. We felt at that time it had gone too far and 
there might be some objections from railroads and others to ae 
this added on. Therefore, I withdraw my thought at that time, an 
I have a wire from Troy to that extent that we would try and have 
a bill introduced covering our exact requirements and confining it 
to the west coast, because the west coast is sorely in need of it. Trade 
routes 3 and 4 that he is discussing, I presume being on the east coast, 
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it is a matter of discussion with other concerns who are in the busi- 
ness. I am not too familiar with it. On the west coast we have this 
exclusive franchise, and we put it in on this basis to get into action as 
soon as possible. We have previously hoped—or had been told, let 
me put it that way, that the Maritime Administration and the Govern- 
ment would not be too anxious to take ships which the Navy had tenta- 
tively a hold on because they were troop ships of a nature. They had 
been cargo ships and converted. There are a great many others that 
are troop ships, but the conversion costs would be greater. There 
are only six that we can find. 

Mr. Totzierson. I do not know if what I have said has given the 
gentlemen concern about my approving the measure. I am agree- 
able to approving the measure as written, providing sale for a specific 
concern. I will go along with the committee, because of what has 
happened in another bill, that it be amended to provide that the 
sale should be made to the highest responsible bidder who is an 
American citizen. 

Mr. Garmatz. We have a former member of this committee here, 
one of our colleagues, Mr. Shelley of California, who is very well 
versed on the maritime problems. I was wondering if he had any- 
thing to say, or any questions to ask. 


STATEMENT OF HON. JOHN F. SHELLEY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. SuHeititey. Thank you very much, Mr. Chairman. 

I have worked with Mr. H. F. Alexander on this same idea for 
some time. He practically camped in my office for long periods 
from 1950 up to the time of his death. We had been working on 
this, and at that time the idea was on building a roll-on-roll-off 
ship. We encountered problems with this in the Maritime Admin- 
istration, and some financial problems. 

The idea contained in this resolution introduced by Mr. Mailliard 
is one that I have consistently supported. I see a need for it on the 
Pacific coast where a great demand exists. As a matter of fact, at the 
time that Mr. Alexander was working on it, I played a part in getting 
him together with the trucking associations and the representatives of 
the teamsters’ unions who gave him encouragement. 

Mr. Byrne. Will the gentleman yield? 

Mr. Witness, how do the teamsters’ union and truckdrivers’ union 
feel toward this? Do they encourage it or are they opposed to it? 

Mr. Dunpey. In my original conversation with Mr. Beck and Mr. 
Mohn, who is his assistant in New York, they were very much in favor 
of it. In fact, I was a little amazed except for the fact that in going 
over the correspondence in the corporate files I found that they had 
previously endorsed it. I wanted to find whether they were still of 
the same opinion. 

I can only state from what I was told personally that they appar- 
ently are very much in favor of it. 

Mr. Byrne. Thank you. 

Mr. Suetiey. I have nothing further. Thank you. 

Mr. Garmatz. Counsel. 














190 SALE OF CHARTERS AND CONSTRUCTION OF VESSELS 


Mr. Drewry. Mr. Dundey, did I understand you correctly that the 
longshoremen ae not only endorsed this but have assured you of 
permanent crews 4 

Mr. Dunpry. Yes, sir. 

Mr. Drewry. Permanent gangs? 

Mr. Dunner. That is right. 

Mr. Drewry. That isall, Mr. Chairman. 

The CHatrmMan (presiding). Has the union of operating sailors 
endorsed this ¢ 

Mr. Dunpry. I believe, Mr. Chairman, that when you were out 
of the room I stated that we had contracted with the Coastwise Lines, 
who operate on the west coast, to do the manning of the vessels be- 
cause we felt that to build an organization would take too much time 
and be quite expensive to get qualified people. They are handling 
all of that. They have had no opposition and seemed to be in very 
good shape on that part of it. There should be no reason at any time 
for them not to get along with it. 

The CuatrmMan. That is Mr. Lundeberg’s union ? 

Mr. Dunpry. Yes, sir. 

The CuatrmMan. You have discussed it with him ? 

Mr. Dunpey. I have not, but Coastwise Lines have. 

Mr. Petty. Coastwise Lines have an operation to Alaska and have 
contracts with the union. I am sure that would be satisfactory from 
what he says. 

Mr. Dunpvey. In fact, we went with our manning schedule to find 
the union requirements for the number of men per ship. 

The Cuatrman. Did you raise your point ? 

Mr. Petty. Yes; weare all clear. 

The CHairman. What did the witness testify ? 

Mr. Petiy. That he would have no objection. 

The CuatrmMan. Are there any other questions? 

Mr. Mailliard ? 

Mr. Mat1arp. No, sir. 

The CuatrmMan. Isthere anything else you would care to say ? 

Mr. Suetiry. No, Mr. Chairman. 

The CuatrmMan. [am glad to have you here. 

Mr. Sueriey. I am here because I am interested in this proposal. 

The Cuarman. I thought that you would be. Are there any 
further witnesses ? 

Mr. Totterson. Mr. Shelley was not here when we discussed what 
happened on the floor the other day. I would like to compliment him. 

The Cuatrman. Is there any other witness to testify for this? Iam 
greatly interested in this type of operation. I want to state that. 

May we have a statement from the General Accounting Office ? 


STATEMENT OF GRAYDON L. ANDREWS, ATTORNEY, GENERAL 
ACCOUNTING OFFICE—Resumed 


Mr. Anprews. My name is Graydon L. Andrews, attorney, General 
Accounting Office. 

We made a formal report to this committee in which we suggested 
that competitive bidding be used in the legislation. In view of the 
suggested amendments here today which apparently cover the recom- 
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mendations we made, we see no objection to the amendments proposed 
to the bill. 

The Cuarrman. You would be favorable to the bill with the 
amendments ? 

Mr. Anprews. That is right, sir. 

The Cuatrman. Your report may be filed. Thank you. 

(The report referred to follows :) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, D. C., July 18, 1956. 
Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

DEAR Mr. CHAIRMAN: Reference is made to a telephonic request from your 
committee’s staff for our views and recommendations on House Joint Resolution 
685, 84th Congress, 2d session. 

The bill would authorize the Secretary of Commerce to sell to a citizen of the 
United States meeting certain qualifications four C4-S—B2 vessels from the re- 
serve fleet, on an “as is, where is” basis, for employment during a specified period 
of time exclusively in the Pacific coastwise domestic trade between points in 
continental United States. Assuming an average vessel delivery date of January 
15, 1945, the sales prices of the vessels would be their floor prices under the 
Merchant Ship Sales Act of 1946 of $1,547,338 per vessel on the last day of the 
sales authority under the 1946 act, or January 15, 1951, depreciated at the rate 
of $286.66 per day to the date of sale. Assuming, further, that the vessels are 
sold on January 15, 1957, the sales price would be approximately $920,000 per 
vessel. The purchaser would be required to pay at least 25 percent of the sales 
price of each vessel at the time the contract of sale is executed. The balance 
of the sales prices, secured by a preferred mortgage on each vessel, would be 
payable in approximately equal annual installments over the remainder of the 
vessels’ economic lives, as determined by the Maritime Administration, with 
interest payable at the rate of 3% percent a year. 

The reported current market value of vessels of this type, in class, for use in 
the domestic trade is $1,570,000 and for worldwide use is $2,200,000. 

The pricing formula provided for in House Joint Resolution 685 is consistent 
with that of prior legislative authorizations for the sale of reserve fleet vessels 
to American citizens. However, while the restrictive use of the vessels and other 
conditions imposed by the bill upon the purchaser probably will materially limit 
the number of bids for such vessels, we believe that competitive bidding, with 
upset prices of the amounts determined in accordance with the pricing formula 
of the bill, is a desirable means of establishing sales prices reasonable to the 
purchaser and to the Government and of avoiding any criticism of favoritism 
to a particular operator. 

We assume that the word “promotion” on page 2, line 13, is a typographical 
error and that the intended word is “portion.” 

Aside from the foregoing analysis and suggestions, we have no comments 
to offer on the bill. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 
There are no changes in existing law. 


The CHAIRMAN. Does the Maritime Administration have a statement 
about this? 


STATEMENTS OF E. D. RANSOM, GENERAL COUNSEL; AND EUGENE J. 


ACKERSON, ASSISTANT GENERAL COUNSEL, MARITIME ADMIN- 
ISTRATION—Resumed 


Mr. Ransom. Mr. Chairman, I would like to state that the same 
statement made by GAO would cover our position. We had a state- 
ment which I would like to file, a short statement. 
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We favor the bill. We are entirely in favor of this type of ship and 
in favor of this rehabilitation of the coastwise operations on the 
Pacific. 

We consider the bill quite complete. We would also favor the com- 
petitive bidding and to have an upset price, and the other amendment 
concerning the definition of container. That would conclude our 
presentation. 

The Cuamrman. That has been agreed to, as I understand. 

Mr. Ransom. I would like to state also, Mr. Chairman, that we in 
Maritime have not had the opportunity to check with and get Com- 
merce approval or Budget approval. We have sent our statements 
over. We would like to advise the committee when we do have that 
clearance. 

The Cuarrman. You may doso. The statement may be filed. 

(The statement referred to follows :) 


STATEMENT OF CLARENCE G. MorSE, MARITIME ADMINISTRATOR, ON BEHALF OF THE 
MARITIME ADMINISTRATION AND THE DEPARTMENT OF COMMERCE, ON HOUSE JOINT 
RESOLUTION 685 


Gentlemen, the joint resolution would authorize the Secretary of Commerce 
to sell to a United States citizen four C4—S—B2 type vessels at their sales prices 
under the Merchant Ship Sales Act of 1946 as of January 15, 1951 (the date the 
sales authority under that act terminated) depreciated to the date of execution 
of the contract of sale on the basis of the useful life of the vessels remaining 
after January 15, 1951. The terms of payment are 25 percent down with the 
remainder payable in equal annual installments over the economic life of the 
vessels which is to be determined by the Maritime Administrator. 

The joint resolution would require that the purchaser recondition the vessels 
for use as container ships satisfactory to the Secretary of Commerce, and that 
the vessels be employed exclusively as dry-cargo common carriers in the Pacific 
coastwise trade, between points in the continental United States, until the end 
of their useful lives or until they are replaced by new tonnage. The joint reso- 
lution would further provide for continued documentation of the vessels under 
the United States flag and that in case of the purchase or requisition of the ves- 
sels by the United States, the purchase or requisition price shall not exceed the 
depreciated cost of the vessels to the purchaser. 

The rehabilitation of the coastwise trades has been a continuing problem since 
the end of World War II. Increases in cargo handling costs appear to be the 
chief deterrent to rehabilitation of that trade. The indications are that these 
costs can be very substantially reduced by the use of vessels which are designed 
to reduce the amount of cargo handling required by consolidating the cargo ship- 
ment at the point of origin in some type of container which will not be emptied 
until the cargo reaches its destination. These vessels are the so-called lift-on- 
off and roll-on-roll-off type vessels. The bill would require that the purchaser 
convert to container ships any vessels sold under the bill. 

The sales price formula provided in the bill is the same formula under which 
other vessels have been sold under new legislation to accomplish special purposes 
after the termination of the sales authority of the Merchant Ship Sales Act of 
1946. 

The bill would authorize the sale of four C4-S—B2 type vessels to any citizen 
of the United States who could demonstrate ability to maintain the vessels in 
operation in the Pacific coastwise trade. Since there might be several applicants 
for the vessels, the bill should be amended to provide for competitive bidding for 
the vessels and the setting of an upset price. The bill should be amended by in- 
serting on line 8, page 1, before the words “a citizen of the United States” the 
words “the highest responsible bidder who is”, and by striking out the word 
“sales” on line 8, page 2 of the bill and substituting the word “upset”. 

To clarify the type of conversion required, the words “container ships’’ should 
be stricken out on line 6, page 3, and the words “lift-on-lift-off ships or roll-on- 
roll-off ships or other container type ships designed primarily for the handling 
and carriage of consolidated cargo shipments” should be substituted therefor. 

On line 13, page 2, the word “promotion”, which is an obvious typographical 
error, should be stricken, and the word “portion” should be substituted therefor. 
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With the amendments proposed, we recommend favorable consideration of 
the bill. 

The Crarrman. Is there anyone else to testify on this! Yes, 
Captain Outerbridge. 


STATEMENT OF CAPT. W. W. OUTERBRIDGE, UNITED STATES NAVY, 
OFFICE OF DEPUTY CHIEF OF NAVAL OPERATIONS (LOGISTICS)— 
Resumed 


Captain Ourersrivcr. Mr. Chairman, the Department of Defense 
has a short statement to file. The statement is in favor of the bill, and 
we offer no objection to the sale of these ships. 

The CuarrMan. You will file your statement. 

Captain Ourersripce. Yes. 

(The statement referred to follows :) 


STATEMENT BY THE HEAD, TRANSPORTATION AND PETROLEUM BRANCH 


Mr. Chairman, my name is William W. Outerbridge. I am Head, Transporta- 
tion and Petroleum Branch in the Logistics Planning Division in the Office of 
the Chief of Naval Operations, Department of the Navy. 

The resolution provides that four C4 vessels sold would be converted for use 
as container ships and employed in the Pacific coastwise domestic trade. The 
further development of the containerized-cargo concept is of special interest 
to the Department of Defense. Although I have had no opportunity to review 
the plans for the proposed conversion of these ships, their operation in this 
type of service is to be encouraged. Commercial experience in this field of 
ocean transportation is desirable from the viewpoint of national defense. 

The release of these vessels from the national defense reserve fleet will not 
jeopardize the mobilization needs of the. Department of Defense. The imme- 
diate needs of our national defense to acquire operational knowledge of this 
type of specialized cargo transportation will be well served. 

The Cuarrman. Thank you, sir. 

Do the railroads have anyone here today ? 

Does the Association of Shipping have a witness here? 

Mr. Garmatz. Mr. Chairman. 

The CHarrman. Mr. Garmatz. 

Mr. Garmarz. It is understood that there are only six ships of this 
type in the laid-up fleet ? 

Mr. Dunpey. Yes. 

Mr. Garmatz. The Browning Co. wants 2 and you people want 4? 

Mr. Dunoey. That is right. 

Mr. Garmatz. That leaves zero in the reserve fleet at this particular 
time of this type ship. 

Mr. Dunpry. Yes; we would like if possible to get the four in 
Suisun Bay, which is immediately adjacent. There are 5 on the west 
coast in the reserve fleet and 1 on the east coast. We would like to 
draw our 4 from the west coast so that we can have them modified 
and put them in operation. 

Mr. Garmatz. We are going to wind up with zero of this particular 
type of ship in the reserve fleet ; is that right? 

Mr, Dunpey. That was my understanding. 

Mr. Garmatz. That is providing that the two bills go through. 

Mr. Dunpey. Yes. 

Mr. Ackerson. It is not correct that there are only six of the C4 
type in the reserve fleet. There are six of the particular type that 
these folks would like. 
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Mr. Dunpey. That is what I had in mind. 
The Cuarmman. Is Mr. Shapiro here ? 


STATEMENT OF ALVIN SHAPIRO, DIRECTOR, RESEARCH DEPART- 
MENT, AMERICAN MERCHANT MARINE INSTITUTE 


Mr. Suaprro. We got word of this hearing only yesterday, and at 
this moment have nothing to say on the bill. I suspect that that will 
probably be our position in the future. 

The Cuamman. Thank you very much, gentlemen. 

That concludes the hearings. 

(Material pertinent to H. J. Res. 666 and 685 follows:) 


HOUSE OF REPRESENTATIVES, 
Washington, D. C., July 9, 1956. 
Hon. HERBERT C. BONNER, M. C., 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington, D. C. 


DEAR MR. BONNER: On June 27, the Honorable Prince H. Preston, of Georgia, 
introduced House Joint Resolution 666 in your committee to authorize the Secre- 
tary of Commerce to sell 1 C1—-M—AV1-type vessel, and to lease another of the 
same type to the Caribe Transport Co., formerly of Savannah, and now located 
in Jacksonville, Fla. 

The Caribe Transport Co. is organized to engage in a mobilvan container and/or 
trailer ship operation between the port of Savannah, Ga., and the ports of 
Ciudad Trujillo, Dominican Republic, San Juan, P. R., and the United States 
Virgin Islands. 

The operation under contemplation will bring a long-needed service to the 
many lumber shippers of Georgia, as well as provide a new source of employment 
to merchant seamen and officers in Savannah. 

I hope your committee will be able to complete hearings on this measure during 
the time remaining of the current session, and that House Joint Resolution 666 
will be reported out with favorable recommendations at the earliest practicable 
date. 

With kindest regards, I am, 

Sincerely, 
Iris BuIToH. 


SAVANNAH STATE DOCKS AND WAREHOUSES, 
Savannah, Ga., July 6, 1956. 
Hon. HERBERT BONNER, M. C., 
Chairman, Committee on Merchant Marine and Fisheries, 
Washington, D. C. 

DEAR Mr. BONNER: On June 27 Congressman Prince H. Preston introduced in 
the House of Representatives House Joint Resolution 666 asking authority from 
the Secretary of Commerce to sell the Caribe Transport Co., of Savannah, Ga., 
1 C1—M-—AV1-type vessel, now in the reserve fleet. 

The passage of this bill will permit the Caribe Transport Co. to place this 
vessel in service and to speed up the operation of the mobilvan container and/or 
trailer ship between Savannah, Ga., and the Ciudad Trujillo, Dominican Republic, 
San Juan, P. R., and the United States Virgin Islands. Your assistance and co- 
operation is sought to secure passage of this bill. 

This service will mean much to Savannah and the State of Georgia, as well 
as to shippers elsewhere, and we are very anxious to activate this service at an 
early date. 

With kind personal regards, 


Sincerely, 
D. Lton WiIxx1AMs8, Director. 
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New York, N. Y., July 19, 1956. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. O.: 


As we were not advised on yesterday’s hearings on House Joint Resolution 
666 and House Joint Resolution 685, I am taking this opportunity to let you 
know that the Association of American Ship Owners is strongly opposed to the 
ship sales proposed in these 2 resolutions. Such sales would do violence to 
congressional policies and promises expressed in Merchant Ship Sales Act of 
1946 whereby war-built vessels were offered to American buyers for a limited 
period of years expiring in January 1951 and whereunder unsold vessels were 
assigned to the reserve fleet and prohibited from competitive operations except 
for certain chartering and general agency operations in the event of a national 
emergency. 

Further, these vessels would be offered at a depreciated price substantially 
below the satutory ceiling price provided in the Ship Sales Act and also sub- 
stantially below current market prices for vessels of these types. 

We respectfully urge that you decline approval of these proposals. 


GEORGE W. MorGAN, 
President, Association of American Ship Owners. 





AMERICAN FARM BUREAU FEDERATION, 
Washington, D. C., July 19, 1956. 
FRANCES STILL, 
Clerk, House Committee on Merchant Marine and Fisheries, 
House Office Building, Washington, D. C. 

DEAR MaApAm: On behalf of the American Farm Bureau Federation I here- 
with submit our statement on House Joint Resolution 685, a bill to authorize 
the Secretary of Commerce to sell certain war-built vessels. 

I respectfully request that it be filed for the record on this important issue. 

Sincerely yours, 
GEORGE J. DIETz, 
Director, International Affairs. 


STATEMENT OF GEORGE J. DIETz, DIRECTOR OF INTERNATIONAL AFFAIRS, AMERICAN 
FARM BUREAU FEDERATION 


The American Farm Bureau Federation is vitally concerned with any develop- 
ments that affect the rapid and efficient movement of United States products in 
the channels of domestic and world trade. 

Farm Bureau has long and actively supported programs to stimulate the 
export of agricultural commodities and the strengthening and expansion of 
United States markets abroad. 

The current shortage of United States shipping space is seriously influencing 
the development and servicing of export markets for United States agricultural 
products. Our surplus disposal pregrams are being delayed and frustrated by 
the tight freight situation. Undoubtedly, some of our foreign customers cannot 
afford the increasing freight rates. 

We are informed that high-rate cargoes such as machinery, ete., are taking 
priority over agricultural cargoes, resulting in serious delays in moving our 
grain, soybeans, and other agricultural commodities to foreign outlets. These 
delays have adversely affected prices of agricultural commodities. 

Exporters state that large quantities of farm products already sold for export 
are in position at ports or awaiting space at ports so they can be shipped. These 
quantities distort stock and disappearance reports because they still show in 
stocks and do not show in disappearance, whereas, for practical purposes this 
situation should not exist. 

Therefore, we urge the Merchant Marine and Fisheries Committee to favor 
the adoption of House Joint Resolution 685 to authorize the Secretary of Com- 
merce to sell certain war-built vessels. 
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Two programs involved in the promotion of commerce for our farm output 
are the Foreign Agricultural Service’s administration of Public Law 480 and the 
International Cooperation Administration’s handling of the Mutual Security Act, 
section 402. 

It has come to our attention recently that a shortage of shipping space has 
forced freight rates beyond the “maximum, reasonable” level which FAS and 
ICA are permitted to pay under the terms of the 50-50 cargo preference law. 
The vast coal exports from the United States have so monopolized United States 
shipping facilities that our domestic rates have climbed beyond the National 
Shipping Authority rates causing foreign shippers to greatly increase their 
rates. Foreign rates, we find, are not at the NSA’s maximum level so that the 
one valve in 50-50 cargo preference which would permit us to ship Public Law 
480 and section 402 commitments in nondomestie bottoms is no longer available 
to this Nation at a reasonable and economic level. 

We believe that United States and world shipping services should function as 
a service to world trade and should be designed and tailored to meet the de- 
mands of the trade. World trade should not be limited and certainly not cur- 
tailed by the nonavailability of bottoms at reasonable rates. 

The answer in an emergency such as this, would seem to us to be the release 
of additional ships from the United States merchant marine’s reserve fleet of 
World War II Victory ships. 

We feel that the adoption of House Joint Resolution 685 is a step in the 
right direction. In conclusion, we respectfully urge this committee to reopen 
hearings on a prompt basis to provide additional ships as the need arises. 


(Whereupon, at 12:15 p. m., the hearing was concluded, and the 
committee adjourned, subject to the call of the Chair.) 
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